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Confidential memorandum for distribution 
to the directors of Masters, Inc. 


October 31, 1966 


PROPOSAL OF PLAN OF MERGER BETWEEN 
LADY ROSE STORES, INC. AND MASTERS, INC. 


^ P 11 ® msm ° r a ndun ' discusses the principal aspects of a proposed plan 

of merger to be submitted for your approval. p ^ pAan 

This plan of statutory merger between Lady Rose Stores, Inc. and 

qualify as a tax-free exchange within the meaning 
of Sec. 368(a) (1) (A) of The Internal Revenue Code of 1954. The plan is sub 
ject to a favorable ruling to be obtained from the Internal Revenue Service. 

Further, the adoption of the plan is subject to the affirmative 
shareholders th ® Masters shareholders and 66 2/3% of the Lady Rose” 

Because of certain tax benefits discussed more fully below. Masters 
Inc. is the acquiring corporation and survives the merger. 

Under the plan, the shareholders of Lady Rose will acquire 1 750 0m 
shares of $1 par value common stock and 1,750 shares of $1,000 par valuo'T* 5- ‘ 

? Q 555 preferred stock will bi concerted i«o' ; 
1,750,000 shares of $1 par value common shares after January 31, 1972. 

S 2 B 3 onn wPn 2U subord * nated note s issued by Masters. Inc. in the amount of 
Ii?7l43 p^J sha?e ° r int ° ^ sters ' Inc * ^ P ar valu « common stock at 

. The respective equities of the shareholders of Lady Rose Stores In~ 

and other Masters, Inc. shareholders are reflected below: scores, in-. 


I 


INHOIT * CO 










Masters, Inc;, shares 
presently outstanding (a) 

Conversion of $28“,,000 
9% subordinated notes 
@ $1.7143 per share 


Issuance of 3,500,000 
shares of Masters to 
Lady Rose shareholders 
(after effect of conversion 
of 5% preferred stock into 
$1 par value common stock) 
and elimination of prior 
equity of Lady Rose 


To be outstanding (B) 

Ratios 


Total 

equities 

74A Equity 

Lady Rose 
shareholders 

Equity 

Masters 

shareholders 

453,532 

69,628.5 

383,903.5 

165,083 

46.667 

118.416 

618,615 

116.295.5 

502.319.5 


(116,295.5) 

(116,295.5) 

- 

3,500.000 

3,500.000 


A.002.319.5 

(B)?.500,000 


100.00',; 

87.45% 

12.55% 


(A) 


After redemption on 9/3/66 of 51,868 shares 
former president of Masters. 


at $2.00 per share from the 


(B) 


The plan contemplates a minimum 20% equity in the $1 
stock of the minority shareholders until January 31, 


par value common 
1972. 


Accordingiy, the 1,750,000 shares $1 par value stock to be issued to 
effects a 77.70% voting ratio prior to conversion of the 
1750 shares of the $1,000 par value 5% preferred stock. 


t, . The plan has been drafted to qualify the carry-forward loss of 

operatin * 


below: 


The carry-forward losses and their years of expiration are shown 


Year of 
operating loss 

4/30/63 

5/2/64 

5/1/65 

1/31/66 

1/31/67 


Carry-forward 
_ loss _ 

$ 274,045 

2,200,423 . 

32,304 

72,077 

— 800,000 (estimated) 


Date of 
expiration 

1/31/68 

1/31/69 

1/31/70 

1/31/71 

1/31/72 


KALItH HUSlNROIT • CO 
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is available) ?* th * mer9ed c °">P»ny. then‘only 5« of |.r?" OV er 

The proposed plan i„ based on the following financial data. 


“ e 7 /?o/£ ‘ 8/31/66 and 

?A®'f bordinated loan 
Net income (loss) fiscal 

2/II/ fi ? nde ?- 1/31/67 and 

2/28/67 estimated 
Shares outstanding 


(a) After redemption of 
51,868 shares on 9/3/66 
at 52 per share 

(b) Capital shares used for 
purposes of computation 
of equities 

Book value per share 

Estimated earnings per share 

Valuation for exchange 
offering 

Valuation per share 

(1) (10 x estimated earnings) 

(2) $1.7143 per share 


Lady Rose 
Stores, Inc. 
And subsidiary 

$2,532,206 

$ 


$ 600,000 
300 

<b) 1,000,000 


Rasters. Tnr 

(a) $1,677,438 

$ 283,000 

$ (800,000) 
< a > 453,532 


(b) 

$2.53 


$3.70 

(b) 

$ .60 


None 

(1) 

$6,000,000 

(2) 

$ 777,490 

(b) 

$6.00 


$1.7143 


KALItM. AUBiNROIT • CO 












PBO PORMA BALANCE SHEET 


i 

Cash 

Merchandise Inventories 
Other currant assets 

Less Current liabilities 
Working capital 
Investment in Masters, Inc. 

Property accounts (net) 

Other assets 
Long-term debt 

Shareholders' eguity 

Capital stock. *1 par value - 


Lady Rose 
Stores 
Inc. and 
auhald jar lea 

August 31. 1966 

*1. 195.71J 
2.255.024 
120.770 

3.571.507 

1.750.411 

1.821,076 

160.000 

372.365 
178.765 

jJ.12 2.206 

Common $ 30.000 


5* preferred stock - $1,000 par value 
Capital surplus 


190.075 


Retained earnings 


2,112.131 

U.i3i t j0iL 


{!} * ,d ® m P tton of 51.860 shares on 9/3'66 at $2 per share 
li! f Xch “ nqo of Lad / Pose shares for Masters. 

(3) Conversion of subordinated loan. 

(4) Elimination of Lady Rose investment in Masters. 


Masters. Inc, 

July 30.1066 

$ 880.428 

2,487. 737 
1.182.280 

4.530.453 

2.673.858 

1.856.595 

<08.512 
93. 764 
(577.697 1 

t 505,400 


695,170 

580.604 

iLu’JLLLZi 


Pro forma 
adjustments 
for.) 177 


(1) 103.736 


(4) 80,000 

(3) 80.000 


(3) (281.000) 


(1) 

(51 

.aoe) 

(2) 

1.750 

.000 

(2) 

(10, 

,000) 

(2) 

(69, 

.620) 

(3) 

118, 

.416 

(2) 

1. 750. 

000 

(1) 

(51. 

868) 

(2) 

(037. 

961) 

(3) 

84. 

504 

(4) 

(80. 

000) 

(2) 

(2.562. 

411) 


a 


Pro forma 
balance sheet 


$1,972,405 
4.742.761 
1.293.058 

7.998.224 

4.424.289 

3.57J.935 


780.877 

272.529 

(294,697 ) 


32.252.320 


1.750.000 


_ Ll-°, 124 

$4.1 37 .644 
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MASTERS, INC 


NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 


December 22, 1966 

To the Common Stockholders of Masters, Inc.: 

of WN bf h^he' atnST R“o m n Ho' k V"' by ,T”* SpeCial MtC ^ 

*“ «nd S«., N„y.* New 

1. To conside-' and vote upon the adoption of the proposed Plan and Agreement of Merger 

S, ° r “' InC - “ New Vwk corporation! ^Ma^Tc 

oMnLrL h • h P1 i^ nd A£re r ement of Merger, tosether w.th the amended and restated Articles 
of Incorporation of Masters, Inc., constituting a part then cf, is annexed as Exhibit A to the 
proxy statement act ompanying this notice. 0lt A t0 “ e 

pi 2 ‘ 7a COnS ' d r “ d votc u P on ‘he proposal, subiec. to the adoption and approval *h’ 
Plan and Agreement of Merger, to amend Masters’ Certifo-t,. Tn™ .• " . ” v 

capital stock of Masters’ Inc i $7,500,000 

•lock, of Ibe par va'ue of SI.00 and .wo thousand five bunc-ed (2500) shares rf 5^“non 0 ”” 0 ” 
hove, convertible, p-eferred stock of the pa, vafue o, One Thous^’fffS.M, ^oZsT" 

3. Such other business which may properly come before the meeting. 

Only stockholders o* record at the dose of business on Nm emhor vn 10 rr . .. 

of and to vote at the spe d meetings. Transfer books of Master., .'„c wU] Ji be doled ‘° n °‘ iCe 

The Special Meeting may be adjourned from time to time without further notice than hv 
ment at the meeting, or ; ny adjournments thereof, and any busir 'ss for which nnl ' t ^ noun . ce ' 
is hereby given may be bsnsaefed a, such adjourned meeting °°" K °‘ 


By order of the Board of Direct ns. 


Kenneth Kopelson, 

Secretary. 


ketlknu.e,:n c .W„ V.,o«MtivVi, v " n ASK r " l 

FOI. VOLK CONVENIENCE WHICH REQLIRES No HOSTAGE IF »'u1| l"d W IME ONHED 
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MASTERS, INC. 
135-21 38th Avenue 
Flushing 54, N. Y. 


December 15, 1966 


To the Stockholders: 


Your Board c* - Directors has approved a merger agreement whereby Lady Rose Stores, Inc. 
will be merged into r.nd acquired by Masters, Inc. Your Lircctors recommend your approval of thi; 
merger as being in tre best interests of the stockholders of V asters, Inc. 

This merger reaches approval by the holders of two-thuds of the stock of both Companies. TLr 
attached Proxy Sta'cment sets forth the material informal on concerning Lady Rose Stores, In„. 
and Masters, Inc., your Company. It contains the terms of t:’e merger and other pertinent information 
I urge you to read it c irefully. 

Your Directors Jiclieve that this merger will provide Masters. Inc. with skills, resources, credi: 
standing and fac'-es which will enable your Company to tace a stronger competitive position in t w e 
discount store *cid. 

Your Director believe that the terms of the merger -r C fair and equitable. Under the mmger 
agreement, all of thr issued and outstanding stock of Lady Rose will be acquired by your Comply 
in exchange for the issuance of 1,750.000 shares of the SI 00 par value common stock and 1,750 
shares of a nc- r.on-cumulative preferred stock, par value SI,000., which preferred stock m»,t 
be converted on February 1, 1973 into 1,750,000 shares of the S1.00 par value common stock. No 
cash will be paid bv your Company to the holders of Lady Rose stock for the acquisition of the r 
shares. 

\ 

The present Board of Directors shall remain as directors following the merger and shall continue 
to serve until the nexr annual meeting of the shareholders. 

Your Directors therefore submit this proposed merger foi your consideration. If you are unable 
to attend the Stockholders Meeting on January 26th. 1967, please sign and return the enclosed Proxy 
so that your shares will be represented at that Special Meeting. 


Very truly yours, 


Louts Eiblowitz 
Chairman of the Board of Directors 
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MASTERS, INC. 

PROXY STATEMENT 


SPECIAL MEETING OF STOCiCHOLDERS 

INTRODUCTION 

The accompanying Proxy is solicited by the Management o.' Masters, Inc. (herein sometimes called 
“Masters,” and sometimes the “Company”) for use at a Spcci.il Meeting of Stockholders to be held on 
January 26, 1967, and \ny adjournments thereof, notice which is attached hereto, to act upon a 
proposed Plan and Agre- rrent of Merger (the “Agreement”) w/h Lady Rose Stores, Inc. (herein some¬ 
times called “Lady Rose”) a copy of which is attached hereto a' Exhibit A, and in connection therewith, 
to consider and take act : an on related matters specified in the notire of meeting. The Agreement provides 
that, upon its bccomin e effective, the separate existence of Ladv Rose will cease and it will be merged 
into Masters (sometimes referred to herein as the “Surviving Corporation”), which will survive the 
merger and will succeed to all the rights and property and wil' -’c subject to all the debts, liabilities and 
duties of Lady Rose. 

- REASONS FOR MERGER 

The reasons for th«* proposed merger and the benefits »"Lich are expected to accrue to Masters 
as a result of the merge: are set forth in the Chairman’s later to stockholders which is being sent to 
stockholders with this proxy statement. 

The terms of the merger were arrived at as a result of negotiation between the respective manage¬ 
ments of Masters and Lady Rose and were based upon a number of factors, among them the comparative 
book values of the sharis of the two companies, the record ot their earnings, their present financial 
conditions, an 1 their fu.ire prospects. 

REVCC ABILITY OF PRCXY 

Any Proxy delivered pursuant to this solicitation is revocable at any time prior to the exercise 
thereof and the person '■xccuting same, if in attendance at the meeting, may vote in person instead of 
by Proxy. All validly executed Proxies received in time for meeting will be voted in accordance 
with the authority contain :d therein. 


VOTING SECURITIES 

The Company has piesently outstanding and entitled to vote 460,732 shares of common stock (not 
including 44,668 shares of common stock held or controlled by the Company). This is the only class 
of stock entitled U> vote at the meeting and each share of stock is entitled to one vote. Only stockholders 
of record at the close of business on November 30, 1966 will be entitled to vote. 

SOLICITATION OF PROXIES 

Proxies will be solicited hereunder primarily by use of the mails but also by direct telephone com¬ 
munications to stockholders by the Officers, Directors and regular employees of the Company. 
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CAPITALIZATION AND TLR.MS OF MERGER 

On November 30, 1966 Masters had issued and outstanding 460,732 shares of common stock, 
par value $1.00 per share (excluding 35,557 shares of common stock represented by a voting trust 
certificate in the name of Masters and 9,111 shares owned beneficially by Masters, although owned 
of record by Jack Haizen, and deposited with the Creditors Committee under the Plan of Arrangement) 
the only class of stocc presently authorized. The common stock of Masters is vested with all voting 
rights in the election of director:,, ,.nd with all ether voting lights and each share is entitled to one 
vote. The holders of the common stock have no-preempt vc rights or conversion rights, and in 
the event of dissolution or liquidation, voluntary or involuntay, they will share ratably in the asse.s 
of Masters. On the same date Lady Rose had authorized, is.ucd and outstanding 300 shares of no- 
par value common stock. 

Upon the Merg.r becoming effective the authorized capital stock of the Surviving Corporation 
will consist of 5,000.000 shares of common stock, par value $1.00 per share and 2,500 shares r>f s^c 
non-cumulativc, convertible preferred stock of tfje par valur of $1,000 each (sometimes referred to 
herein as the “Prcfcired Stock”). The terms of each of the above classes of stock are summarized he»ein 
under the caption “Amended and Restated Articles of Incorporation of Masters, Inc.” 

Each share of Masters issued and outstanding when the Merger becomes effective will be convened 
into one share of common stock of the Surviving Corporation. Sucb conversion will not, however, 
have the effect c: changing the terms of the common siock of Masters and new certificates will 
be issued in exchange for presently outstanding certificates representing common stock of Mastcs 
presently issued and outstanding. 

In exchange for the 300 shares of no-par value common stock of Lady Rose, outstanding when tlie 
Merger becomes effective, there will be issued, ratably, an aggregate of 1,750,000 shares of the common 
stock and 1,750 shares of the new 5% non-cumulativc preferred stock, par value $1,000. of the 
Surviving Corporation. 

AMENDED AND RESTATED ARTICi ES OF INCORPORATION 
AND CAPITAL STOCK OF SURVIVING CORPORATION 

The Agreement provides that Masters’ Articles of ’-icorporation, as amended and rer'.- •« in 
Exhibit I (attached to the Agreement) will constitute the Articles of Incorporation of the Surviving 
Corporation. Masti rs’ authorized capital stock now consists of 1,500,000 shares of common stock, rar 
value of $1.00 per share. The characteristics of Masters common stock will not be changed by the 
amended and resta cd Articles of incorporation. The 5'c non-cumulative Convertible Pret.Ted 
Stock of the Surviving Corporation will constitute a new class of capital stock. The following :s a 
brief description of iho provisions applicable to each class of stock of the Surviving Corporation. A 
complete statement of the provisions applicable to each cla s of stock of the Surviving Corporat'on 
is set forth in the amrnded and restated Articles of lncorpora ion, set forth as an exhibit to the Agree¬ 
ment to which reference should be made. 

Voting Rights. The common stock has exclusive voting rights for the election of directors and all 
other matters except as otherwise provided by law, each share being entitled to one vote. 

Conversion Rights. The preferred stock on February 1, 1973 must by its terms be converted into 
common stock of the Surviving Corporation at the rate of 1,000 shares of common stock for each 
share of preferred stock. 

Dividends. The terms of the preferred stock call for non-cumulative dividends at the rate of 5Co 
per annum before any dividends may be paid to the holders of the common stock. The common stock 
is entitled to dividends out of funds legally available for the purpose, as and when declared by the Board 
of Directors, subject to the prior right of dividends payable to the preferred stockholders as above stated. 
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Liquidation Rights. In the event of any liquidation or dissolution of the Surviving Corporation 
all of the net assets of the Surviving Corporation will be distributed to both the preferred stockholders 
and the holders of the common stock in the following manner. Each share of preferred stock (pro¬ 
vided the event of either liquidation or dissolution occurs prior to February 1, 1973) issued and 
outstanding shall entitle the holder thereof to receive such portion of the net assets available for distribu¬ 
tion as would be received by a holder of 1,000 shares of the common stock. 

Miscellaneous. The common stock and the preferred stock carry no preemptive rights and are 
fully paid and non-asscssahle. 

BUSINESS OF THE COMP AN V 

The business of the Company is the operation of discount stores located in the Metropolitan 
New York area. The stares sell a wide, variety of merchandise Deluding major appliances such as 
refrigerators, freezers, tew vision sets, radios, phonographs, houseware, luggage, cosmetics, toilt >es. 
gift ware, cameras and rnotographic supplies and equipment, a id other merchandise. In addition, 
leased departments in the Company’s stores sell ladies’, girls’ and children’s wear, jewelry, men’s and 
boys' wear, shoes, booK." and stationery. Arrangements with leased departments generally provide 
for fixed minimum rentals subject to adjustments based upon percentages of gross sales. During the 
thirty-nine week period c iding January 29, 1966 rentals paid to the Company by the leased departments 
averaged approximately 10% of the sales of such departments, 'uch sales approximated 26% of total 
Masters’ sales, including leased department sales for such period. 

The Company purch lses the merchandise sold by it principally from wholesale distributors, but also, 
to a limited extent directly from manufacturers thereof. On occasion the Company makes volume 
purchases of certain scaronal appliances and other items at subitantial savings. It is the policy of 
the Company to purchase only current types and models of mercaandise. 

The Company has a substantial advertising budget of which more than S0% is spent on newspaper 
advertising. Leased depa-tments contribute to advertising expt iditures. The business of the Company, 
like that of comparable discount and other department stores is seasonal to the extent that the 
largest sales volume occurs during the Christmas season. 

Stores and Other Property 

The Company prerritly operates 4 stores all of which are 'ocated in leased premises. All of the 
stores are fully air conditioned and sprinklered. 

The Company’s Maihattan store is located at 62 and 66 West 48th Street, New York, N. Y. 
occupying a total area o' 22,913 square feet consisting of the casement, main floor, mezzanine and 
second floor of a multi-itory building in the Rockefeller Ccntir area These premises are rented 
from a non-afflliatcd landlord, unled a lease which expires on April 30, 1972. Parking facilities 
are available for patrons if this store, in the numerous public gar iges located throughout the area. 

The Company’s Elmsford store, located on Route 9A in Westchester County, occupies 59,650 
square feet in a one-story and basement building. Parking facilities for 1,000 cars are available. 
The lease on these premises expires on October 20, 1973. The owners of said premises are Harry L. 
Lewis and Mildred Lewis, his wife. Mr. Lewis is a director and stockholder of Masters (see 
“Directors and Management'’). 

The Company’s Lake Success store is located in a one-story and basement building in New Hyde 
Park, N. Y. Here the Company occupies 54,300 square feet under a lease (from a non-affiliated 
landlord) expiring February 2S, 1974. Parking facilities for 1,500 cars are available for the customers 
of Masters. 
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The Company’s Flushing store, located at 37-02 Main Street, Flushing New York i< in •, w,oh 
dens,t y area. The premises occupied by this store consist of a three-story buildinT. ITu’d i bas n m 
and mezzanine. Parking facilities for 135 cars are available. The Company oec^Z th^ otn, ; 

* f t »? C r° m 3 n0n ' afl,liated com P a ny expiring on January 29, 1977. The princip j (exccutiv m 
^ °““ PJ aPP '“ imJ,d> ' » <ou, S ,o„ building wS 

DIRECTORS AND \LVNAC.EMENT 

will 15 contemplated that the present employees and management of the Constituent Corporal,o-s 
will continue to have the same responsibilities and perform the same services in the employ of th - 
Wing Corporate The business of Lady Rose may b- operated as a separate division of * 

h ™ S H 0 ?T U l' .^ though no final determination as to suc.i operation has been made. It is intend d' 

however that all sub.id.ar.es of Lady Rose (see Schedule on Page 11) will be liquidated and lh 
as part of this plan, and the business thereof will be continu d by Masters. 

When the Merger becomes effective, the Board of Directors of Masters will constitute .b- Board 
of Golden ai,rV1V1DS COrp ° rati0n - Such dircc,ors wiJ hoId until the next annual me. ting 

Pres nt Directors and Officers of Master* Shares of Masters Ownec 

. -—- Beneficially_ 

Louts Biblowi.z Chairman cf Board of Directors .... /, Wa * 

Max BiblowTi. Director . • ( a ) 

Joshua Bibu -.»ii z. Director . < J ] < a > 

Ralph J. Web lr, Director.!. if? wu. 

Arnold Ginsbi kg, Director .. . ft??;. fr Tt i“ (a) (b) 

Herbert Abramson, Director . 26,111 % 7 ths (a) (b) 

Harry Grumper. Director . , A 2 ) .(*) 

Harry L. Lews, Director . 6 ’ 52, *’i*i th * (a) (b) 

Pincus Peterssil, Director !!!!!!! !. . 

Herbert KuRiZ, Director. . 26,111 % 7 ths (a) ,oj 

Kenn eth Kor *-;lson, Secretary-Treasurer . !!!!!!!!!! 9 7oV(5) \a 

«S, v'S, s7^5rS d V^b^‘t&S Kt " of ,har " .1 M.««„ owned bo,. 

ssJiaz ***■ - 

Mauera. purium'uTp5n O, 0( X toSeme n t’ditd*"u“,'!9I l ^9«!7^eptog“s2^).O^Io“ b0 '‘ l ' n ■“' , ' 0 * n ” 

1U«J»Y Grlnther . • „ 

Talph J. Wr.NER .. . 5 4^00 

Arnold G.nsblro .. LZ’^Xx 

Pincus peterseil .;;;;;; ;;;. $ 30 ooo 

Biwo'.'l^ e y ISSf'iSiJS-.z, ’SL ^^sga* ? ,r f lh “ hw .* iw. 

69,6.9-17/27th shares o' Masters. AdJiLom'iy Ladv Krse More* I ° f ' 0 lnE Truit Certificates represents; 
a subordinated loan of .283.000 made pursuant' to the Plan'of Mra^ cf " 

(2) Herbert Abram On is the President of C.mu.t c.k.it_t /._ 

Uon 

corporation 
Plan of Arri... 

handies Ute insurance to "Masters"and’udy^Rose'!* 3l '" CI,Cr 4 C ' 0 '’ ,n ‘ ’ '* a iiccnsed insurance brokerage iirni which 
Tori! presently ^cnVnTed “y Maslers. L |V-e! Busm/*' of* v ilicr^TNu l'J*" 11 and build,n ” in Elmsford. New 

£ffi459r.SSf ,awJ ,OJn in ,he sum of 

(4) Herbert Kurtz, is Vicc-Pre Sklent nf P <V 1 Dr/*< t _ _ • 




Arrangement dated July 29. 1963. 
of Master^"' ^ Kopc,5 ° n ' wife of ,he Sec, etary.Treasurer of Masters, is the 


owner of 5,137 shares of capital stock 
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OTHER MATTERS RELATING TO TIIE MERGER 
Background and History of the Company 

Masters was initially organized in early 1937 by Philip Masters as an individual proprietorship. 
This business was transferred to the Company upon its organization in November, 1937 and was con¬ 
ducted from premises at West 48th Street in New York City. This was the Company’s only outlet at the 
time of its founder’s death in August, 1950. 

The Company continued in business under the guidance of other members of the Masters 
family. With the fiscal year beginning May 1, 1956, the Company initiated an expansion program. 
It opened a store in Ye.k, Pa., a store located in Elmsford, Westchester County, N. Y. and a store 
located on Route 4 in Paramus, N. J. In the fall of 1957 the Company opened a large discount center 
in Lake Success, L. I.. N. Y. In February of 1959, the Compaq opened a store in Flushing, N. Y. 
and in October c» !i*^9 opened a store in Lancaster, Pa. In .'lay 1960, the Company opened an 
outlet in Ft. Laudcrdai.*, Florida, and in October of that year a discount center in Hempstead, L. I. 
The Company also cor'inicted a warehouse in Syosset, N. Y. cf approximately 100,000 sq. ft which 
was then sold subject to a leaseback in favor of Masters. 

The Company competes with other discount operators and operators of department stores on 
an established policy co isisting of low-marked prices on a self-«-.rvice cash basis. In addition, leased 
departments and coucessons exist in many of the stores whict. departments accounted for approxi¬ 
mately 20 to 25% of the Company’s total sales. 

Until April, 1963 ti e management of the Company resided in the family of Philip Masters, the 
founder of the Company 

During the e*dy part of the fiscal year ending April 30, 1 >63, Masters found itself in financial 
difficulties and on January 31, 1963 the then management of Masters, Inc. filed a petition for arrange¬ 
ment pursuant to Ch-p'er XI of the Bankruptcy Laws of the United States. Thereafter, a group of 
concessionaires and liccr^ed department operators entered into an arrangement with the then controlling 
stockholders of Masters, Inc. and purchased from said stockholders a majority of the then issued and 
outstanding capital ’••ck of Masters. The new management grovp entered into extensive discussions 
and negotiations with the Creditor’s Committee leading to the Plar of Arrangement a copy of which is 
annexed to this proxy statement. Pursuant to said negotiations the sum of S283.000 was advanced 
by way of a subordinated convertible loan to Masters (see: “Suiordinatcd Loan pursuant to Plan of 
Arrangement”). 

• •» 

To consolidate the operations of the Company many of the leases held by Masters at the time 
of the filing of the Bankuptcy petition were disaffirmed in the Co in proceedings leaving the Company 
with 5 locations; 4 of he locations are described under “Store; and Other Property”, herein, and 
the fifth location was in Central Plaza, Miami, Florida. In 1964 with the approval of the Creditor’s 
Committee, the Company opened 2 additional stores, one (North Store) located in North Miami, Florida 
consisting of approximately 100,000 sq. ft. and the other (Sou:h Store) located in South Miami, 
Florida, consisting of approximately 100,000 sq. ft. In July, 1966, with the approval of the 
Creditor’s Committee, all three Miami stores were sold to Zayre Corp., or its wholly owned subsidiaries. 

Outstanding Options 

As of November 30, 1966, there was an outstanding option owned by Kenneth Kopelson, Secretary 
of Masters, to purchase 3,600 shares of common stock of Masters at a price of ten cents per share and an 
exercised option to purchase 7,200 shares of Masters common stock at a price of ten cents per share, 
owned by Jack Haizen, former President of Masters (see “Transactions with a Former Officer”). The 
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outstanding option to purchase common stock of Masters will constitute an option to purchase an equal 
number of shares of common stock of the Surviving Corporation upon the same terms and conditions 
applicable thereto immediately prior to the effective date of the merger. 

Vote Required and Effectiveness of the Merger 

The Agreement of Merger will be submitted to the stockholders of Masters and Lady Rose, for their 
approval, at meetings called for that purpose. Adoption c f the Agreement by Masters requires the 
affirmative vote of ihe holders of at least two-thirds of the mtstanding shares of the common stock of 
Masters. Each outstanding share entitles the holder thercif to one vote for or against the proposed 
Merger. 

If the Agreement of Merger is approved, it will, subje:t to the right of abandonment (descriled 
below), become effective on January 28, 1967, the end of Master's current fiscal year. 

Rights of Lt*: :r*ing Stockholders 

Section 910 and Section S06 (under certain conditicas) of the New York Business Corpora-ion 
Law, copies of w.iich are annexed as Exhibit B to this pro ;y statement set forth the right of shareholders 
to receive paymc.it for their shares upon merger, consolidation or sale, lease, exchange or othe dis¬ 
position of asset*. The nature and procedural steps involved to assert a right to obtain payment 
of the fair value of shares (but only with respect to shades which have not been voted in favor of the 
merger) are gov cried by Section 623 of the New York Business Corporation Law. 

In the opinion of counsel for Masters, a stockholdc* of Masters who votes against or who by 
direction in a prory votes against the adoption of the Agreement of Merger will not have any right to 
receive payment o', the fair value of their shares of the common stock of Masters. 

Transact 4 us with a Former Officer 

On Septet,;N?r 6, 1966, Masters entered into an agre.mcnt with its then president who was she 
process of leaving the Company pursuant to which Masters purchased from said officer a total ot I4,fc68 
shares of the Company's common stock, par value $1.00 ocr share at a price of $2.00 per share. Of 
such total, 1 " 557 shares were deposited under the voting trust agreement dated April 11, 1963. and 
9,111 shares were deposited with the Creditor’s Committee under the plan of arrangement. 

In addition, on the same day, the Company entcreJ into an agreement with said officer with 
relation to 7,20° shares of the common capital stock of Masters subject to option owned and exercis.d by 
said officer. Under said agreement the Company has an option to purchase said 7,200 shares durug a 
period from June 4, 1967 to June 30, 1967, at a price of 02.00 per share. In the event the Comr any 
docs not exercise the option during said period, the former officer has the right to compel the Cormany 
to purchase said 'hares at any time during the month of July 1967 at a price of $2.25 per share. 

Masters also entered into an agreement with said office; as to severance pay and as to his contir aed 
service as an advisor and consultant. As severance pay ami for such services, said officer is to be t.aid 
$45,000, payable as follows: S22.500 on January 2, 1967 $11,250 on January 2, 1968 and S1LI50 
on January 2, 1969. 

Abandonment of the Merger 

The Merger Agreement may be abandoned, whether before or after the approval of the stockholders 
of Lady Rose and Masters, in the event that either: 

1. A ruling or rulings satisfactory to the Constituent Corporations has not been received as to. 
the non-taxability ot the contemplated transactions and as to the availability of the carry forward loss 
of Masters to the Surviving Corporation; or 








87A 


2. The Constituent Corporations have not performed all of their obligations and complied with 
4*1 of the covenants required to be performed under the agreement of merger; or 

3. There has not been received the timely written approval of the Creditor’s Committee in 
arrangement proceedings entitled 


“In the matter of Masters, Inc., etc.” 

No. 631196 in the United States District Court for the Southern Dist- ict of New York as provided for in a 
plan of arrangement confirmed and approved by the Court on December 27, 1963. 

Plan of Arrangement 
• 

On January 31, i963, Masters, Inc. filed a proceeding in the United States District Court for the 
Southern District of New York, No. 63B96 for a Plan of Arrangement pursuant to the bankruptcy 
laws of the United Str cs. On July 29, 1963, the new management of Masters submitted the Plan of 
Arrangement to the creditors of said Corporation. This plan wa.* adopted and confirmed by the Court 
December 27, 1963. A copy of said Plan of Arrangement is annexed to this proxy statement as 
Exhibit C and refcrcnci is made thereto as to all of the terms and conditions thereof. The Company 
has not defaulted in -ay of the terms and conditions of the plan, and is current as to all payments 
required to be made thereunder. 

* 

Voting Trust Agreement 

On April ’I, 1963 various stockholders of Masters, Inc. entered into a voting trust agreement 
pursuant to the Stock Corporation Law of the State of New York. All other stockholders or 
Masters at that time we invited to join and become part of -rid voting trust agreement. More tha*! 
a majority of the issu.d outstanding capital stock of Masters has become part of this voting trus' 
agreement. A copy of the voting trust agreement is annexed to this proxy statement as Exhibit D and 
reference to said should be made as to all of the terms and conditions contained therein. It is 

anticipated that upon the effectiveness of the merger, the votirg trust agreement, provided that the 
consents of all of the parties thereto are obtained, will be terminated. 


Interests of Directors ai.d Officers and Their Associates in the Proposed Merger 

Louis Biblowitz, Chairman of the Board of Directors of Misters, Inc., Max Biblowit and Joshua 
Biblowitz, directors of * tasters, Inc. are stockholders, directors an 1 the controlling persons of Lady Rose 
Stores, Inc. (Sec “Lady Rose Stores, Inc.” herein) and arc the persons who presented the Agreement of 
Merger to the Board of Directors of Masters for its consideration. In addition, said three individuals 
arc Voting Trustees under a Voting Trust Agreement among s ockholders of Masters. Said Voting 
Trust Agreement controls a majority of the issued and outstanding capital stock of Masters. (See 
“Directors and Management” herein and accompanying footnotes thereto for further particulars as to 
other relationships with Masters of certain directors of Masters.) Lady Rose Stores, Inc. operates 
ladies’ soft goods leased concessions in Masters’ stores, through corporate subsidiaries. (See ‘‘Lady Rose 
Stores, Inc." herein.) 

Lady Rose Stores, Inc. is the owner of 69,629>"4 7 shares of the 460,732 outstanding stock of 
Masters (all of these shares arc represented by Voting Trust Certificrtcs) (excluding shares of Masters 
held in the treasury of Masters as those represented by Voting Trust Certificates owned by Masters). 
I pon the effectiveness of the merger these shares, as represented by Voting Trust Certificates, will 
become treasury shares of Masters. 


7 
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'P urs *J ant *° I-R-C. Section 354(a) (1), no taxable gain or loss will be recognized by any 
stockholder of either constituent corporation by reason of the exchange of stock in either constituent 
cwporation for newly-issued stock in the surviving corporation, pursuant to the plan of reorganization 

4. Pursuant to I.R.C. Section 361 (a), neither of the constituent corporations shall have recognized 
gain or loss as a result of the reorganization (merger). 

5. Pursuant to I.R.C. Section 358(a), the aggregate basis of newly-issued shares of the survivine 
corporation received by r stockholder in exchange for stock or seci rities (in either or both consUtuent 
corporations) surrendered, pursuant to the plan of reorganization (merger), shall be the same as such 
shareholder’s aggregate basis in the stock or securities being surrendered. To determine die basis of 
each (hare of ncwly-is-ued stock, the total number of shares ret rived pursuant to the plan is to be 
divided into the a^ rg-ne basis at which the former stock and securities were held. 

6. Pursuant to I.R.C. Section 362, all assets owned by the surviving corporation as a result of 
the reorganization (merger) shall have the same tax basis as wo .ld have been the case had the merger 
not taken place. 

7. Pursuant to I.P.C. Section 381(a) (2) and (c) (1), operating losses incurred by Masters 
in prior years may be earned over by the surviving corporation a.; an offset to possible future income. 

8. ..Neither I.R.C. Section 382(a) nor 382(b), purporting to deny net operating loss carryovers 
in certain situations applies here. Section 382(a) docs not apply because, although certain changes in 
the ownership of Ma«*:»s stock have token place in recent ye.rs, Masters has continued to cany 
on substantially the «amc business as that conducted before such cl.anges in ownership. Section 382(b) 
does not apply Lichee the persons who owned Masters stock prior to the merger will continue to have 
ownership of a sufficie^* amount of stock in the surviving corporation following the merger. 

9. I.R.C. Section *69 will not apply to disallow the operatir g loss carryovers otherwise available 
since, as stated in P-.iiaph 2, above, tax avoidance motives do no‘ constitute the principle purpose for 
the merger. While it is understood that Internal Revenue Sctvicc will not include in a wTittcn ruling 
wws as to the applicability or non-applicability of Section 269, the written opinion of counsel as to 
the non-applicability of s.ich section has been obtained. 


9 







90 A 

LADY ROSE STORES, IKC. 

Lady Rose Stores, Jnc. (•'Lady Rose") was incorporated under the laws of the State of New 
York in December, 1960, and has operated under that name ever since. Lady Rose is engaged in the 
sale, at the retail level, of ladies' soft goods and apparel items. Its business is conducted through its 
wholly owned subsidiaries, which operate leased departments at twenty-one (21) locations, located 
principally in and around the Metropolitan New York area sec table following for exact location of 
each and every leaseJ department). All of the subsidiaries ac located in neighborhood or down town 
shopping areas, and/or suburban shopping centers. 

Competition. Lady Rose’s business is highly competitive in view of the fact that many oth r 
stores sell compati ble merchandise. Many of such competito s arc substantially larger in terms of si/: 
gross sales, and working capital. 

Properne*. Lady Rose’s leased departments arc operated under leases that vary substantially in 
the terms thereof. A detailed description of each and evert lease including the name of the opcra,.ne 
subsidiary, the lo ation of the leased premises, the date r.f the commencement of the lease, the due 
of the termination of the lease, annual rental, number of wuare feet leased and renewal provisio > :s 
set forth below. Th; Company’s executive offices, warehouse, central buying office and ccntraj dis¬ 
tribution point nr. located at 2400 Marcus Avenue, New Hyde Park, Long Island, New York, in 
approximately *. ,000 square feet of leased space. The ..’as: on these premises is for a term of 10 
years and the annua: rental is $22,000. 

* 

All purchases for sale in each of the leased department: operated by Lady Rose are made throi eh 
its central buy in p cilice and shipped through its company operated warehouse. 

Emp’-y'es. Lady Rose employs approximately 275 full-time, year-round employees. Of sa d 
275 employees, 75 % are members of various Unions, which bargain collectively on behalf of these 
employees. The following is a list of various Unions, representing the said 75% of Lady Ro-e 
employees: 

Lc*._! *40A Amalgamated Clothing Workers of America 

Local 883 Retail Clerks Industrial Associa ion 

Local Jo9 Retail Clerks Industrial Association 

Local 2.12 International Production, Service and Sales Employees Union 

In addition to the aforesaid full-time employees, at various busy seasons throughout the yar, 
it is the policy of L ady Rose to hire additional part-time employees. During the heaviest sales perio Is, 
up to 300 additional employees may be hired. 

Management. Each of the company’s leased department lakes the form of a subsidiary corporate >n, 
all of the stock of which is owned by Lady Rose. All of the .ssued and outstanding stock of Lady Re st 
is owned as follows: 
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Stockholder 

Number of Shares 

Louis Biblowitz. 

. 90 

Joshua Biblowitz.'. 

90 

Max Biblowit. 

90 

Joel Biblowitz... 

. 30 


Each of the above Stockholders, with the exception of Joel Biblowitz, is currently a member of 
the Board of Directors o f Lady Rose and as a group constitute all of the members of the Board of 
Directors of Lady Rose. 

The Officers of La'jY Rose are as follows: 

Pitsident —Louis Biblowitz 
Vice-President — Max Biblowit 
Secretary-Treasurer — Joshua Biblowitz 

The Messrs. Biblowitz are the operational and executive 1 eads of Lady Rose and each of its 
operating wholly owned subsidiaries and in such capacities dcvc.e full time to the day to day conduct 
of the company’s buskess. 

Legal Proceedings. There are no material legal proceeding: pending against Lady Rose or any 
of its Subsidiaries. 


r 
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Lady Rose of Middle Country Rd., August, 1965 July, 1975 None $67,350 or 8'1 13,470 

Middle Island, Inc. Middle Island, N. Y. of gross sales in 
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To the Board of Directors and Shareholders of Masters, Inc.: 

We have examined the financial statements of Masters, Inc. and the related statements of income, 
included elsewhere herein, for the period from May 3, 1964 to January 29, 1966. We have also 
examined the consolidated financial statements of Masters, Inc. and subsidiary and the related 
consolidated statement of income included elsewhere herein for the year ended May 2, 1964. Our 
examination of the aforem.ntioncd statements was made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such other auditing 
procedures as we conside ed necessary in the circumstances. 

In our opinion, the aforementioned statements present fairly tht financial position of Masters, Inc. 
at January 29, 1966, anj the results of its operations for the period from May 1, 1963 to January 29, 
1966 in conformity \/ith generally accepted accounting principles which have been applied on a 
consistent basis. 


New York, N. Y., 
May 5,1966. 



Kalish, Rubinroit & Co. 


^STo 

# 5 ' 


JjsHHl*' 
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MASTERS, INC. 

STATEMENTS OF INCOME 


The following statements of income of Masters. Inc. have been examined by the independent ccnl 
jMiblic accountants whose reports thereon may be found elsewhere in this Proxy Statement. Relative u> 
unaudited periods, in the opin.on of the Company, all adjustments, consisting only of the nor 
recurn ig accruals, necessary for a fair statement of the results for the unaudited periods have b 
made. The statements of income should be read in conjunction with the other financial statem 
and tie accompanying notes appearing elsewhe e in this Proxy Statement The staten ems of inc,' 
or the three years ended May 2, 1964 are the consolidated operations of Masters, Inc. and its ti 
wholly-owned subsidiaries. On May 2, 1964 the assets and business of the subsidiaries were liquid ^ 
inti the parent company who continued their operations as divisions of the Company. 


Year* Ended 


Sales—leased departments . I 

Net iMer—own departments . 

Lease., department rentals and other income. 

Total. 


Costs And Expenses: 

Ceils of goods sold and occupancy costs (Note 2'. $27,161472 

Beilins, buying, and general and administrative costs ... 

Interest expense . 


Net income or (loss) before refund of federa income 
taxes. 


Refuno of federal income taxes (Note 9). 

Net income or (loss).. $ ( 85,642) 


Specul Items: 

jain on sales of warehouse properties. $ 


Facilities disposed of and costs incurred in clo.inc of 
stores 


At ditional obligations, forgiveness of indebtednes. under 
Man of arrangement (Note I) less applicable exp nses.. 


Net income or (loss) and special.items. $ ( 3,317) 

Net income or (loss) per share (Nole C). 

Special items per share (Note C) . 

Notes: 


April 30. 1962 April 30, 1963 

(Unaudited) 

May 2,19u 

$ 6,894,182 

$ 8,136.628 

* 7,127,58$ 

$30,321,874 

$23,063,323 

$18,228,237 

638,462 

834,264 

*46,700 

$31,160,336 

$23,899,389 

$19,074,937 

$27,161472 

$23,058,319 

$16,237,709 

4,034,091 

3,853,023 

2,875,092 

61,313 

37.149 

14,724 

$31476.978 

$26,948,491 

$19,127,525 

$ (116,642) 

$(1,048,902) 

$ ( 52488) 

31,000 

68,024 

— 

$ ( 83.642) 

$( 980,878) 

$ ( 524SS) 

$ 82.323 

$ 180.930 

a. 

— 

( *70.7721 

$ ( 86,700) 

— 

$( 680.623) 

$ 2.906,012 

$ 82,323 

$(1,370,465) 

$ 2.819.312 

$ ( 3.317) 

$(2,351,343) 

$ 2.766.724 

S (.17) 

$ (2.10) 

5 ( .11) 

$ .16 

S (2.93) 

$ 6.03 


(A> Statement. " 0 ‘ e *° ,he No, « *° Statement, appearing elsewhere in this Pros 


*-•* * w ,o W. «.)• 


(C) Based on the number of chares outstanding at the end of each period. 

(D) Masters. Inc. has paid no dividends during the period May 1. 1961 to July 30. 1966. 
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Nine Months 
Ended 

7 nree Months 
Ended 

Year Ended 

Three Months Ended 

May 1,1965 

January 29. 1966 
(Note B) 

A'irti 30, 1966 April 30, 1966 

(Unaudited) 

July 31, T 65 July 30.1966 

(Unaudited) 

$ 8,329,562 

$ 6.682.431 

S 1,941,907 

S 8,624,338 

$ 2,205,8:0 

$ 1,985,386 

$21,330,206 

$17,110,644 

„ 4,282,839 

$21,393,483 

$ 5,511 383 

$ 5,336.065 

1,072,171 

828.026 

248,059 

1,076,085 

259,522 

242, -461 

$22,402,677 

$17,938,670 

S 4,530,898 

$22,469,568 

$ 5,771..' >5 

S 5,578,526 

$18,775,725 

'$15,093,217 

f 3,860,342 

$18,953,559 

$ 4,892,7!'3 

$ 4,707,654 

3.502.114 

2,865,857 

844,803 

3,710,660 

1,011,2*4 

899,706 

45,626 

51,309 

13,777 

65,086 

17.146 

16,590 

$22,323,465 

$18,010,383 

i 4,718,922 

$22,729,305 

$ 5,921.933 

$ 5,623,950 

$ 79,212 

$ ( 71,713) 

9 ( 188.074) 

S ( 259.737) 

$ ( 15%\628) 

S ( 45.424) 

— 

— 

— 

— 

— • 

•— 

$ 79,212 

$ ( 71,7(3) 

$ ( 188,024) 

$ ( 259,737) 

$ ( 150^:8) 

$ ( 45,424) 

_ 

— 

— 

— 

— 

— 

— 

— • 

\ 

— 

— 

$ (561,367) 
(Note 8) 

— 

— 

— 

— 

- 

— 

— 

— 

— 

— 

— 

(561.367) 

$ 79,212 

S ( 71.713) 

$ ( 188,024) 

S ( 259.737) 

$ ( 150.621) 

$ ( 606.791) 

$ .16 

% (.uT 

* (J7) 

$ (JD 

$ (JO) 

$ (.09) 
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MASTERS, INC. 

BALANCE SHEETS 
January 29, 1966 and July 30, 1966 

ASSETS 


Current Assets: 

Cash in banks and on hand. 

AC a C n C dS16r‘8 V n, b !h (L ‘ SS CS ' ima ' ed doubtful account s *>f $12,858 
ana >io,t 8 at the respective dates) 

Due from so'.* of Miami, Florida stores (Note 8) 

Due from vendors . 

Merchandise inventories (Note 2) 

Other receivables . 

Prepaid exp :nses . 

„ TO'.AL CURRENT assets. 


Properties at cjst (Note 3): 
Store fixture*, and equipment 
Improvement to leaseholds , 


Less Accumulated depreciation and amortization 
Security deposits. 


January 29, 
1966 

(Audited) 

July 30 
1966 

(Unaud led) 

$ 566,247 

$ 880,428 

106,186 

140,064 

— 

897,816 

146,211 

8i\040 

4 017,788 

0 

2,48\737 

41,661 

4C.440 

69,581 

38,.’86 

$4,947,674 

$4,574,511 

$1,108,901 

$ 539,796 

778,153 

6C4.218 

$1,887,054 

$l,14s014 

830,066 

;?4^02 

$1,056,988 

$ 408.M2 

$ 97,264 

$ 'S,706 


$6,101,926 $5,032,729 

Ihe accompanying notes arc an integral pari of the financial statements 
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LIABILITIES 

January 29, 
1966 

(Audited) 

Current Liabilities: 

Accounts payable—trade . $1,713,585 

6 % Scries “B” Subor Jinated Debentures payable (Notes 4 and 3) _ 

Certificate of indebtedness due within one year (Note 1). 332,660 

Due to lessees.;. 119,747 

Customers' deposit . 19,652 

Accrued compensation and other expenses.. .. 89,141 

0 

Accrued taxes (othc. than income taxes). 261,251 


Total current liabilities . $2,536,036 


Long-Term Liabilities: 

Certificates of indebtedness—due after one year (Note 1). $ 277,214 

Subordinated indebtedness (Notes 4 and 8 ) . 712,687 


$ 989,901 

Contingent liabilities and ;ommitments (Note 5) . . 

' STOCKHOLDERS’ EQUITY (Notes 6 , 7 and 8 ) 


Common Stock—Par V/lue $1: 

Authorized—1,500,00) shares— 

Issued—505,400 shares . $ 505,400 

Capital in excess of par va’ue... 695,170 

Retained earnings (per accompanying statement) . 1,375,419 


$2,575,989 

$6,101,926 


July 30, 
1966 

(Unaudited) 

$1,838,164 
162,000 
332,joC 
93,469 
14,177 
217,290 
178,458 


$2,835,858 


$ 110 764 
304,933 


$ 415,697 


$ 505,400 
695,170 
580,604 

$1,781,174 

$5,032,729 
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MASTERS, INC. 

STATEMENTS OF RETAINED EARNINGS 

For (he Period from May I, 1963 to January 29, 1965, for fhe Three Manilas Ended April 30, 1966 

and for (he Three Months Lndad July 30, 1966 


Years Ended 


Nine Mo' ths 

Ended Three Months tv 

January 29, Year Ended Ended 

1966 April 3°, 1966 Ju 730.1966 


Balance at beginning U ^SSSS. 

period (DeltcitJ ... $0,398,804, S 1,367.920 S 1,447,132 $ 1,375,419 $ 1,447,132 $ 1 187,395 

Net income c- uoss) 
and special items >'or 

Period. 2,766,724 


79,212 _ 7l > 713 > ( 188,024) ( 259,'737) ( 606,791) 


Balance at end of 

***** . S—1,367,920 S 1,447,132 S 1,375,419 $ 1,187,395 S 1,187,395 5 380,604 


(Note A): 


pc,io!lln&Vn°^^^ ch “ £cd i,s »« >■> the 53-53 


The accompanying notes are an integral part of the financial statements. 
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MASTERS, INC. 

NOTES TO FINANCIAL STATEMENTS 

dnsofar as applicable to dates and periods sub sequent to January 29, 1966, these notes arc not 
cohered by the reports of the independent certified public accountants.) 

Note 1—Petition for Arrangement: 

a peUUon*for*arransemcm .■nde^Chapter *Xl of* ihc r 'n 3 fit Pr ' nCipa A ope ™{* 1 S ‘“biidiary. Master* Stores. Inc. filed 
District Court. Southern Di..ri" New York confirmed°' Dscem £ r 27 ,- 196 ‘he United States 
things, for payment to uns-cu-ed general creditors of aor* £ f ‘“] h of arran >’ Lmcnl ; . Tl, e plan provides, among other 
confirmation, and 30<e PJ s a tle i° of ,hcir r " pcc cla,rm - 10/c within sixty days after 

Other provisions of tLr plan provide that: 

tmaecur^crelfitors (Kv. “ '° M ° f S: ° 0 - 000 subordina '-* d the deferred paymenu due to the 

b) Resignations of officers and directors be deposited with the Crediw.V Committee. 

c ) The debtor accelerre the remaining balance of unpaid instalmcit payments in the event that cumulative 

operating losses sub.cque -1 to November 1. 1963 exceed >400.000. rh s amount shall be determined before 
depreciation and umo;.u~li>n and, in general, before extraordinary iha’-gcs. The default may be cured by 
additional capital investment or subordinated loan m an amount by which said losses exceed $400,000. 7 

. «*> Bcsn-ieticms to be in posed upon opening or closing of stores; payment of dividends; capital distributions 
or bulk sales of assets withot t prior creditor approval. v 

e) The majority of the opital stock of the Company be deposited with the Creditors' Committee who shall 
become the owner ther. w in the event of default under the plan. ’ 

Note 2—Merchandise Inventories: 

Merchandise inventoric'. consisting of merchandise purchased for resit-., is stated at the lower of cost or market 
as determined by the retail inventory method. ’ 

Merchandise inver*.,!ci entering into the determination of cost of goods sold for the periods from Mav 1 1963 
to January 29. 1966 tor in.' three months ended April 30, 1966, for the th te months ended July 31, 1965 and July 
31, 1966, are as follows: 1 ' 1 

Ma > *• ’ C63 . $3,925,086 

May 2 .964 . 3,651,027 

May 1,4965 ...... 5,320,782 

January 19. 1966 . 4,0t7.788 

April 30, 1966 . 5,122,450 

July 31, 1365 . 4,620.302 

July 30, 1966 . 2,487,737 


Note 3—Properties at Cost: 

Provision has been made during the period for depreciation and imortization by applying substantially the 
following annual rates and methods; 7 * »uusiauuany uie 

Method Rate 


Store fixtures and equipment.Straight-Line 

Improvements to leaseholds .Straight-Line 


Lives of leases or lOTi 
whichever was lower. 


d “ iCl * ? nd ;*! 3,c . d depreciation accounts were relieved during the period for assets retired or disposed of. 

Profits or losses in sale of lived assets were charged or crediicd to operations or special items as required. 

Expenditures for maintenance and repairs were charged to operations for the pcrioJ. Expenditures for better¬ 
ments and additions were capitalized. ~ ’ lur D ‘- Utr 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


Note 4 —Subordinated Indebtedness: 

Subordinated indebtedness consists of: 

January 29. 1966 

9% subordinated loan—due December 27, 1969 . $283,000 

Accrued 'merest—non-current . 17,687 

6% subedinated debentures due 1970-75: 

S*'-” A . 250,000 

Sef,i * B . 162,000 

*712,687 


July 30 . 1966 
$283,000 
21,933 


$304,933 


The 9,*. '* r e payable currently) subordinated loan was p. rcured in compliance with the terms of the Ian of 
arrangement (*re Note I). The lenders were granted the optir.n to suwer.be to three shares of the Si p \ value 

December*27,*'968*"*^ al “« rale ‘ of 5125 ^ December 27. 1966 .SdM per’, hare E 

“"t D . debentures are subordinate tc all sums due or to become due under th- plan of 
arrangement anJ to future bank and other institutional loans c *aincd for operational purposes. 

. Of*™? wer * cram . cJ . to ,hc ho,dcr * to subscribe to that pr.-portion of 35,COO shares of the $1 par value -cm-non 

pentha^c fro:.? f .V'6*to 1969 (sm'noIL g* debcnture “> « ** -«e of S3.50 per sharS to .966 and S4 

Note 5—Contin .est Liabilities and Commitments: 

d> tJ.’ the m ' n,m T annual renIal * P a ' ab,e under leases - currently in effect, amounted to 
$627,800 and S..5,900. The expiration dates and minimum annual rentals of the respective leases are as Vllows: 

Jan. 29. 1966 July 30, 1966 

:967 . $ 73.400 

1973 . 92,500 

1974 . 80,000 

1975 . 181,900 

1977 . 50.000 

1982 . 150,000 

$627,800 

Certain of he above leases provide for additional rentals based on sales volume. 

Note 6—Stocr Options: * 

Pursuant to a plan approved on June 3, 1963 for restricted stock options to officers and key employee* options 
at 5« C da£ of 6 'gr..nt 5 , h iere‘Bramed° n ’ m0n “ ' Uf ** r * hare ’ repreicm,n ! not le « than 100 To of the mar revalue 

noft'fi; 0 ?? ‘ harM and 9 ^°° iha " s were e * erciwd » March. 1965 and January, 1966 and opt.ons for the 
remaining 18,000 shares are exercisable equally over a two-year seriod. All options expire on June 3, 196S. 

See “Outstanding Options" and “Transaction with a Former Officer". 

Note 7—Capital in Excess of Par Value: 

t wr * s,:, - ,7 ° - un •• to > *- *«*— *>*».* «a 

Note 8—Events Subsequent to Balance Sheets: 

On July 26, 1966 all of the merchandise inventory, store properties and business of the Miami Florida Jivision 
were sold to Zayre torp. The transaction resulted in a loss of $361,367 which was charged to“specialHem \ 

In connection with this sale, the Directors authorized the retirement of the b r i Scries A and B debentures 

-Trt^H,5 r a < fim«5rtS^r )r “ ‘ ,CJ * Ury 441668 of iu ‘ hare ‘ a ‘ a coil ot ss9 - 33 «>- 


$ 73,400 

$ 73,400 

92,500 

92.500 

80,000 

80,000 

181,900 

_ 

50.000 

30,000 

150,000 

— 

$627,800 

$295,900 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


Note 9—Fediial Income Tax: 

The federal income tax return* for Masters. Inc. and its former subsidiaries have been examined by the Internal 
Revenue Service through the fiscal year ended April 30, 1963. 

No provision has been rei uired for federal income taxes because of operating tosses. 

The aggregate net opera'ing loss carry-forward at January 29, 1966 was $2,378,849 which is available to the 


following expiration dates: 

Year of 
loss 

Carry forward 

OSS 

Expiration 

date 

19^3 . 


1968 

1061 . 


1969 

19(5 . 

. 32,304 

1970 

19(( . 

. 72,077 

1971 


1X378,849 



Note 10—Supplf-ment arv Profit and Loss Information: 

Nine Months 



Years 
May 2. 1964 

Ended 

May 1, 1965 

Ftded 

Jaruary 

29. 1966 

Three Months 
Ended 

April 30. 1966 

Three Month' 
Ended 

July 30. 1966 

* 

Maintenance and repairs. 

$ 33,781 

$ 56,524 

$ 50,946 

S 18,388 

$ 16.425 

Depreciation and amortizaton.. 

118.938 

146,929 

1 54,884 

47,865 

48,318 

Taxes (other than federal i'.ccme 
taxes) 

Payroll . 

113.532 

137,952 

108,505 

33.278 

36,742 

State franchise . 

X282 

2,959 

2,102 

1,550 

— 

Other . 

35,224 

46,528 

34,286 

10,712 

— 

Rents and royalties. 

517.477 

597,037 

523.592 

170,197 

169,::. 


All of the above have been charged directly to profit and loss to accounts other than cost of sales. 
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To HIE Board of Directors and Stockholders of Lady Rose Stores, Inc.: 

of income was made in accoTdance Jih e'.nfT ‘““T"' 4 and «* <=ons alidalod statements 

of income present I drlyTh^finandal'pasiiion'of C Lady Rose'Stores, ^c^tmTsuRSiDutu ^ ’?T““ 

appfed'on'*" “* 


Kalish, Rubinroit !> Co. 

New York, N. Y. 

May 10. 1966. 
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LADY ROSE STORES, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF INCOME 

The following consolidated statements of income of Lady Rose Stores, Inc. and its Subsidiaries have been 
examined by the independent certified public accountants whose report thereon may be found elsewhere in this Proxy 
Statement. The statements of income for the six months ended August 31, 1965 and 1966 are unaudited; however, 
in the opinion of the Company, all adjustments, consisting only of the normal recurring accruals, necessary for i 
fair statement of the results for th: unaudited six-month interim periods ended August 31, 1965 and 1966 have bee t 
made. The statements of incora should be read in conjunction with the other financial statements and the accom¬ 
panying notes appearing elsewhere in this Proxy Statement. 


(Unaudited) 

Years Ended Febru ary 28.___ _ Six Months Ended 



19)3 

1964 

1965 

1966 

August 31,1965 

August 31, 19'<6 

Saks .. 

S 7,380,944 

S 8,176,995 

$11,194,080 

$13,124,670 

$ 5,854,592 

$ 6,766,101 

Leas Cost of Sales (Note 2) 

4,926,3JJ 

5,618,129 

7,809,203 

9,025,509 

4,065,078 

4,465,921 

Gross profit on sales .. 

S 2 454,589 

$ 2,558.866 

S 3.384,877 

$ 4.099,161 

$ 1,789,514 

$ 2,300,1.’9 

Selling expenses . 

S 2, .'30,318 

$ 2,195,984 

S 2,894,581 

$ 3,332,363 

$ 1,378,938 

$ 1,612,643 

General and adminisu ive 

expenses ... 

o3.517 

58,484 

64,(33 

86,821 

176,375 

203,545 

* 

S If 93,835 

$ 2,254,468 

S 2,958,6.4 

$ 3,419,184 

$ 1,555,313 

$ 1,816,188 

Net income before pro¬ 
vision for federal in¬ 
come taxes . 

$ .’60,754 

$ 304,398 

S 426,26. 

$ 679,977 

S 234,201 

$ 483,99’ 

Provision for federal income 
taxes (Note B) . 

’31,500 

99,000 

125,000 

228,000 

67,500 

152,500 

Net income . 

S 229,254 

$ 205,398 

$ 301,263 

$ 451,977 

$ 166,701 

$ 331,491 

Net income per share 
(Note C) . 

S 764.18 

S 684.66 

S1.0f'-ii 

$1,506 59 

$ 555.67 

$1,104.97 


The a< companying notes are an integral part of ti.e financial statements. 


Nona: 

(A) Numerical note references are to the Notes to Financial StaK-ments appearing elsewhere in this Proxy 
State menL 

(B) The provision for fe leral '.icome taxes is computed on an individual Company basis. 

(C) Based on 300 share: outstanding at the end of each period. 

(D) Lady Rote Stores, I tc. has paid no dividends during the period March 1, 1962 tu August 31, 1966. 

(E) Prior to March I, 1962, Lady Rose Stores, Inc. and its subsidiaries were held by common ownership 
interests (see Note I). Prior to the consolidation of those interests, the companies had various fiscal closing 
periods and thercfoie combined financial operating results are not readily ascertainable. 
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LADY ROSE STORES, INC. AND SUBSIDIARIES 
CONSOI.IDATLD BALANCE SWEETS 
February 28, 1966 and August 31, 1966 


ASSETS 

Current Assets: 

Cash in bank* and certificate* of deposit 

Accounts and notes receivable from lessors’!. 

Merchandise inventory, at the lower of cost or market' as d'eter- 
mined by the retail inventory method (Note 2) 

Prepaid rent, insurance, etc. . 

Due from emt loyees, etc. .!!!!!!!!. . 

Trtai current assets. 

Store fixtures, improvements and equipment, at cost (Note 3) 

Less: Dep:cciation to date. 7 ’ * ’ * 


February 28, 
1966 

(Audited) 


S 885,215 
15,852 

1,953,563 

68,819 

58,700 


2,982,149 


787,292 

428,010 


Advances for nev operating units under construction 


Other Assets: 

' Due from officers and stockholders 

Investments at cost (Note 4). 

Mortgages ai d notes receivable ..! 
Security dep. sits, etc. 


359,282 
• 12,268 

371,550 


21,075 

217,698 

54,126 

72,705 


365,604 

$3,719,303 


_ . LIABILITIES 

Current Liabilities: 

Accounts pas-able—trade. 

Accrued compensation and other expenses. 

Accrued taxe(other than federal income tax) 

Federal incom: taxes payable. 

Total current liabilities. 

Contingent liabilitie; and commitments (Note 5). 


$’,037,062 

115,116 

139,792 

226,624 


1,518,594 


_ c CAPITAL 

Capital Stock: 

Authorized and issued—300 shares Common Stock, no [ nr value 
Capital contributed in excess of no par value stock (Note 6) 
Retained earnings (per accompanying statement) (Note 1) !! 1 


30,000 

190.075 

1.9S0.634 


2,200,709 


$3,719,303 


The accompanying nous arc an integral part of the financial staiemcnts. 


August 31, 
1966 

(Unaudited) 

$1,195,713 

31.110 

2,255,024 

60,059 

29,301 


’071,507 

657,054 

373,019 


28.,035 
91.330 


3.2,365 


15, 28 
167,148 
J 6,126 
110,063 


238,765 

$4,282,637 


$1,379,020 

82.170 

la3,630 

155.017 


1,750,137 


30,000 

190,075 

2,312,125 


2,532,200 


$4,282,637 
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LADY ROSE STORES, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


For the Three Years Ended February 28, 1966, and the 
Six Months Ended August 31, 1966 


Six Months 

Yean Ended February 28, Ended 

- -August 31. 1966 

1964 1965 1966 (Unaudited) 

Balance at beginning of petiod. $1,021,996 $1,227,394 $1,528,657 $1,980,634 

Net income for the period. 205,398 301,263 451,977 331,491 


Balance at end of period. $1,227,394 $1,^28,657 $1,980,634 $2,312,125 


The accompanying notes are an integrat part of the financial statements. 
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LADY ROSE STORES, INC., AND SUBSIDIARIES 


NOTES TO FINANCIAL STATEMENTS 

(Insofar as applicable to dates and periods subsequent to February 28, 1966, there notes are 
not covered by the reports of the independent certified public accountants.) 

Note 1—Principles of Consolidation: 

* ,r - ,emem * includc ,he “ ccounts of Lady Ro-„- Stores. Inc., and its subsidiaries, all of whicn are 
wholly-owned. All t ttercompany transactions have been eliminated. 

&??s , £X£tzs£. « sssas? zxssm 

ESS 5.0°, ;;S£“'o “ ,UJ ' ^ •“■«» °‘ "W**, 

. r S,J,e * itS inv . es ' mentl in subsidiaries at com ;and at underlying book equity as at date of acq- is tion 

wh,ch werf , ac ^ ired throuL-. —uibution b> the'eommon ownershipirite?estw*“rled 
to S b l 134‘357 h »nJ ?us 7 Mi value “* a' 461 * o’ ‘he subsidiaries over the investment accounts arroims 

.u 57,: ^^°" hcbruary . :8 - J 1966 and *“*»'* 31. 1966 respectively. This represents tbi Jrdis- 
wSatcdb&ni !hee‘t S,nCC ° f ' h * t kr ^ ltion and 11 '"eluded « retained earnings ,n the 

of Jwd&to^ep 0 ^" rCdU “ d f ° r inC ° me UXM thal m<sh ‘ rwuU Uom ** distribution of unremitted ...come 


Note 2—Merchandise Inventory: 


Merchandise inventory consisting of merchandise 
as determined by th.: retail inventory method. 


purchased far resale, is stated at the lower of cost or mirket. 


.Merchandise in- entory entering into the determination of cos. of goods sold 
28, 1966 and for tht si* months ended August 31, 1963 and 1966 are as follows 


for the three yean ended Fel ruary 


March 1, 1963 . 11,179.972 

Vebruary 28. 1964 . 1,374,241 

February 28. 1965 . 1.940.785 

February 28. 1966 . 1.953,363 

A.igust 31, 1965 . 2,163,432 

August 31, 1966 . 2,255,024 


Note 3—Store Fixtures, Improvements ano Equipment: 


The store fixtures, improvements and equipment accounts ate summarized as follows: 


Sore futures and equipment 
Leasehold improvements ... 
Automotive equipment .... 


$675,687 

74.771 

36,834 

$787,292 


foUowIng'aanuaTrate ^amF methods"* ** dc P recialion and amoili “ ,ion ** a PP‘>i"8 substantially the 


Leasehold improvements 
Automotive equipment . 


Method 

Rate 

Straight-line and 

10%-20% 

declining balance 


Straight-line 

10% 

Straight-line 

23% 


The fixed assets and related depreciation accounts were relieved during the period for assets sold. Profits or 
losses on sale of tixeJ assets were charged or credited to operations. 

mentF*and^addhionT wcrc^p^izS WC '* CharCCd Op ° ra,,0ns ,or **»*«•"« for better- 
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NOTES TO FINANCIAL STATEMENTS (Continued) 


Nore 4 —Investments: 

In April. 1963 Lady Rose Stores. Inc. became a member of a group of investors which acquired controlling 
interest in the capital stock of Masters. Inc. The Compans's investment in this venture at February 28. 1966 and 
Aueust 31, 1966 was $210,000 and $160,000 which, at b. 1 jnee sheet date, did not exceed the book value of the 
iinJcrlsing net assets (see also "In'erests of Directors and Officers and Their Associates in the Proposed Merger” else¬ 
where in this Proxy Statement). 


Sore 5 —Contingent Liabilities and Commitments: 


At Feburary 28, 1966, the minimum annual rentals payable under leases at tounted to $943,930. 
dates and minimum annual rentals of the respective leases are as follows: 


1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 
1976 


40 


$ 99,300 
193.400 
49,500 
126,580 
128,800 
120,000 
118,000 
67A50 
22,000 
19,000 
$943,930 


The expiration 


Certain of the foregoing leases provide for additional rentals based on «'.les volume. 

Note 6—Capital Conteibutei' in Excess of No Pak Value Stock: 

Capital contributed in er; xs of no par value stock of $190,075 has no* changed since March 1, 1963 


Note 7—Pension Plan: 

On January 15, 1965, the Company adopted a non-contributory trusteed pension plan to provide retirement 
security for certain eligible empl >yees. 

Employees are generally el. rible after 3 year, of con.inuo ice . Vjt plan provides for retirement income 

at age 65 or after 10 years par.cipation in the plan, whichever is later. 

The estimated annual cc ‘ of the plan is $45,000 and under the met».od of funding there is no past service 
liability at February 28, 1966. 


Note $—Supplementaey Paor T and Loss 


Maintenance and repairs. 

Depreciation and amortization . 

Taxes (other than federal income taxes) 
Real estate and personal property . •. • 

Social Security. 

State franchise. 

Other. 

Rents and royalties.;. 


Inforsiation: 

Years Ended Febru- 

ry 28. 

Six Months Ended 

1964 

1965 

1966 

August 31, 

1966 

$ 11,518 

$ 29,288 

$ 28,517 

$ 17.008 

58.778 

78,629 

59.699 

32^33 

25,032 

25.781 

30.748 

16.000 

63,440 

81,295 

91,563 

50.961 

16.791 

24.343 

31,956 

22.880 

32.597 

37.474 

25,724 

12,559 

661,592 

879.486 

1.000.:64 

521,322 


All of the above has been charged directly to profit and lot to accounts other than cost of sales. 
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PRO FORMA COMBINED SUMMARY BALANCE SHEET 
(Giving efffct to the proposed merger of Lady Rose Stores, Inc. and Subsidiaries into Masters, Inc.) 

The following pro forma combined summary balance sheet, giving effect to the proposed merger of 
Lady Rose Stores, Inc. and Subsidiaries into Masters, Inc. on a pooling of interests basis, combines the 
balance sheet of Masters, Inc. at July 30, 1966 and the consolidated balance sheet of Lady Rose Stores, 
Inc. and Subsidiary at August 31, 1966. The pro forma combined summary balance sheet shoulJ be 
read in conjunction with the financial statements of Masters and Lady Rose and the related notes tj the 
respective financia' statements appearing elsewhere in this I’roxy Statement. 



Masters, Inc. 

Lady Rose Stores, 
inc., and 

S ibsidiarics 

Pro Forma 
Adjustments 

Pro Fo.ma 
Com'-inc J 


July 30, 1966 

Aupust 31, 1966 

add (deduct) 

Bal«”r-u Sheet 

Cash . 

S >80,428 

‘>1,195,713 

S( 103,016) (1) 

$1,973 125 

Merchandise invert ones. 

2,487,737 

2,255,024 


4,742,761 

Other current uv. <. 

1,206,346 

120,770 


1,327,’16 

Less Current liabi'i'.es. 

$4,574,511 

2,835,858 

• 3,571,507 

1,750,437 

• 

$8,043 X)2 

4,386.295 

Working capitJ . 

$1,738,653 

51,821,070 


$3,456,707 

Investment in Maste s Inc. 

* 

— 

160,000 

(160,000)(2) 


Property accounts (Net) . 

408,512 

372,365 


780,8:7 

Other assets . 

49,706 

178,765 


22* <71 

Long-term debt . 

(415,697) 

— 

80,000 (2) 

1335,697) 


$1,781,174 

$2,532,200 

$(183,016) 

$4,130,358 

Stockholders' equity 

Common slock—SI par value. 

505,400 


(44,668,(1) 

2,141,.02 

Common stock—ro par value_ 


30,000 

(69,630) (2) 
1,750,000 (3) 

(30,000) (3) 


Preferred stock—>'e non-cumulative con¬ 
vertible, $1,000 par value. 

Capital in cxceu of rar value . 

695,170 

190,075 

1,750.000 ( 3) 

(58,348)0) 

1.790/00 

Retained earnings . 

580,604 

2.312.125 

(10,370X2) 

(816.327 )(3) 

(2,653,473X3) 

239,226 


$1,781,174 

S 1,532.200 

$083,016) 

$4,130,333 


The pro forma idjustmcnts five effect to the following: 

L) fc^fon'wi'th' tFormet Officer"*' * harC ’ issuance of 7 ' 200 * hwM - undcr °P ,ion - “Trans- 

2.) Elimination of LaJy Rose’s investment in Masters. 

^ veruble*sl?000 r^^^prekr^^L ,C " $ ‘ P ‘ r ValUe COmm0n lt0ck “ d 5 * «* 
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PRO FORMA COMBINED SUMMARY OF INCOME 
(Giving effect to the proposed merger of Lady Rose Stores, Inc. and Subsidiaries into Masters, Inc.) 

The following pro forma combined summary of income has been prepared by combining amounts 
shown in separate statements of income of Masters, Inc. and Lady Rose Stores, Inc. and Subsidiaries 
(without regard to differin{ fiscal periods). The pro forma combined summary of income should be 
read in conjunction with the separate statements of income of Masters and Lady Rose and notes thereto 


included elsewhere in this P oxy Statement 


• 

>963 

1964 

Income 



Sales . 

$3'!.446,269 

$26,405,232 

Leased department 
rentals and other in¬ 
come (Note A) .. 

602,892 

635,983 

Total . 

$>>,049,161 

$27,041,215 

Net income or (loss) .. 

$ (751,624) 

$ 152,810 

Special items (Note B) . 

(>.370,465) 

2,819,312 

Net income or (loss) 
and special items .... 

$(2,122,089) 

$ 2,972,122 

Per share (Note C) 



Net income or (loss). 

$ (.19) 

$ .40 

Special items . 

$ (J5) 

$ .72 

Net income or (loss) 
and special items .... 

$ (54) 

$ .76 




First Three Months (D) 

1965 

966 

1966 

1967 

$32,524,286 

$34 518,153 

$8,471,664 

$8,821,378 

803.116 

778,587 

185,548 

174,975 

$33,327,402 

'35,296,740 

$8,657,212 

$8,996,353 

$ 380,475 

$ 192,240 

$(67,843) 

$ 121,439 

(561,367) 

$ 380,475 

$ 192,240 

$ (67,843) 

$ (439,928) 

$ .10 

$ .05 

$ (02) 

$ .03 

1 (.14) 

$ .10 

a .05 

$ (-02) 

$ (.11) 


Notes: 

(A) After elimination ct intercompany transactions. 

(B) Details of amount included herein are available from separate : tatemeqts of income of Masters. 

(C) Based upon 3.891.1 common shares to be outstanding after lull conversion of the preferred stock as 
required by the pltn of merger. 

(D) Based upon the ihrte months ended July 31. 1965 and 1966 of Masters, combined with the three months 
coded August 31, 1! 65 and 1966 of Lady Rose. 
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iq?nrr :-s o? special me e ting 

- of the - 

BOA RD 0F.D1P.FGT0RS 

- cf - 


MASTERS, INC . 


minutes o? a special meeting op the board of 

DIRECTORS OF MASTERS, INC. HELD AT THE OFFICES OF FELDS HUH & 
PRANK, ESQS., lM FAST Vlth STREET, NEVJ YORK, NEW YORK, ON 
OCTOBER 31/ 19^o, at 3:30 P.M. * - . 

a 

m* 

Mr. Louis Biblovitsc, Chalrnian of the Board, announced 
that the following, bolns all the directors of the Cor.'.pr.ny vrero 
present: 


CHAIRMAN OF THE BOARD 


LOUIS EIBIONITZ, 
MAX BILLS.JIT 
JOSHUA DIDLOUITZ 
ARNOLD GINSFURG 
HERBERT KUTITJ? 
HERBERT ABRAMSON 
RALPH J. VEIiH-R 
HARRY GNUNTIICR 
HAF.RY L. LFVJIS 
PIK3US FHTEKSHIL ' 


The* following were present at the Invitation of tho 


• Board: 


KENNETH HO”--I/O!!, 

X. BUD 303KCV.Qt 
KALIS 11 & ROJ INHOIT, 


HERMAN 

C 

1 

ASSONER 

,ESC!. 

, M.ci 

HO.'A? 'I' 

1* 

AND, ESN 

• $ 


SIDNEY 

!•■ 

ELDri-U i 

> ESS 

.,mvl 

MAK'.Ti: 

r. 

, fran.:: 

Of 

• 

Fri OS! 


u l: ViVv 

. *.V t 



■ SECRETA BY.- T HE A S UEFR 

CERTIFIED rUJJLIC ACCOUNT'd/PS 
FOR THE COMPANY 
By: Rvi.icn Kubinrolt nr.d 
Bernard Hint*? 


SPECIAL COUNSEL FOR LALY RC.5E 
STOKES, ins. 


COUNSEL FOR THE 



0 ) 
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• ' * * * m 

The Secretary announced that pursuant to the By-Laws, 

notice of this Special Meeting had been duly mailed to all 
directors on October 24, 1966. 

The Chairman announced that the purpose of the meeting 
was to consider by v:ayof merger Masters' acquisition of Lady 
Rose Stores, Inc. (Lady Rose). Thereupon, a plan of merger was 
submitted, the substantial elements of which were as follows: 

i) Without any cash outlay and in exchange fer its 
stock. Masters, Inc. shall acquire all the issued and outstanding 
shares of Lady Rose. 

ii) The Secretary-Treasurer of the Company reported 
the net worth of the Company after giving effect to all obligation 
and the loss incident to the disposal of the Florida stores, to 

be approximately between $1,600,000 and $1,700,000. 

iii) The net worth of Lady Rose was reported as of 

August 31, 1966 at $2,532,206. 

« ** • 

iv) The after tax earnings of Lady Rose projected 
* % 

to January 31 , 19^7* was reported and estimated to be $600,000. ' 

v) The earnings of the Company projected to 
January 31* 19^7 would show, according to the"opinion of the 
Secretary-Treasurer, a "break-even" or at best, a small profit.'. 

vi) A pro forma balance sheet for the merged Company 
reflected a net worth of ovex* $^*000,000. - 

vii) The major terras of acquisition by Masters, Inc. 


were as follows: 
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a) Masters would increase its authorized 
capital of 1 , 500,000 shares to * 1 , 500,000 shares of $1.00 par 
value coinmon stock. Said stock to continue to be the sole voting 
stock of the Corr.pany. * • 

*>) A new class of $1,000, 5# non-cur.nlative, non- 

• * . • 

voting preferred stock shall be created. Such preferred stock 

• . • 

would have preference only as to payment of divJ.dends. In all 

other respects, e.g., liquidation, dissolution, etc., and prior 

to the mandatory conversion into common stock, a3 hereafter 

referred to, the preferred stock vrould possess no preference and 

» 

would stand on the same footing (pari passu) as the common stock. 
This stock shall, ‘and must be converted into the $1.00 par vaiur- 
common stock on February 1, 1972. The authorized issue v/ould be 
$2,000,000 consisting of 2,000 shares of the aforesaid $1,000 
preferred shares. 

c) Upon the merger. Masters, Inc. would issue 
lj750,000 shares of the common stock and 1,750 shares of the 
preferred stock as full consideration to the holders of Lady Rose 
stock, for.assignment and transfer of all Lady Rose stock and in 
discharge of the debt of the Company to Lady Rose in the amount 

of $80,000 represented by the Lady Rose participation in the 

• • • • 

Subordinated Loan of $233,000, vjhich participation shall be 

deemed fully paid, thereby leaving a balance of said loan due to 

.» m 

others of $203,000. Also the foregoing exchange includes the 
stock investment of $CC,C00 heretofore made by Lady Rose in 

In effect, therefore, -the $30,000 debt as well as the 


Masters^, 
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Btoclc interest of $80,000 shall be incorporated within the 
consideration for the foregoing common and preferred shares. 

1 d) The Company has a carry-forward loss of about 

$3*378,6^9 which the accountants fer the Company have advised 
may be applied (subject to a ruling by the Internal Revenue Service) 
against the future earnings of the merged companies. Assuming 
that the pattern of performance of Lady Rose continues in the 
projected amount of $600,000 annual earnings then the aforesaid 
carry-forward loss v/ould enable all earnings of the merged 
company to be after tax earnings, to the full extent of said 

loss. • , • . * 

After considerable discussion participated in by all 

directors, it was unanimously 

RESOLVED, that this Special Meeting be 
adjourned for one week to 3:30 F.M. on 
November 7, i960 at which time it will be 
reconvened for the purpose of giving further 
consideration to the aforesaid merger plan. 
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MINUTES OF THE ADJOURNED AND RECONVENED 
._SPECIAL^ KFTTIIIw_ 

- of the - 

- BOARD 0? DIRECTORS 

- Oi - 

MASTERS, INC. 

* . MINUTES OF THE ADJOURNED A!»D RECONVENED SPECIAL 
MEETING OF YilE BOARD 01 ? DIRECTORS OF MASTERS, INC., HELD AT 
TILE OFFICE." OF FELDSKUH t FRANK, ESQS., l ; l4 EAST kkth STREET, 

NEvJ YORK, IT,Y..» AT 3:30 P.K., Oil OCTOBER 31, 1956. 

Tne Chairman of the Board announce! that by reckon 
of his position in Lady Rose Stores, Inc. as President, Director 
and a major stccV'holdcr, the cha.irr.ibnship of this adjourned 
and reconvened Special Meeting vroulo be turned over to 
FELDSirUH, ES -., of Counsel, for the Company. 

jlv, Feldchuh announced that pursuant to the rcsoluv .*.'.'. 1 
duly adopted by the Board at its Special Meeting on October 31, 
1966 , adjourning that Special Meeting to November 7, 1966, this 
adjourned and reconvened Special Meeting van duly calico by 
an appropriate notice wailed on November 1, 1966 th-j 

Secretary to all directors. * *. 

The following directors vere present: 


iouis riri/riTZ, 

MAX Byt-II-’.Tf 
josiici rT *:.r::iw 
Arnold c jnseupo 

KFRT'T/r Kb..:/ 
HZRrERT ALEAKSGU 

ralin j. N‘-tk:t, 


CHAIRMAN CF THE BOARD 




& 
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HARRY GRUNTHER 
. ✓PINCUS PETERSEIL 

t • * • • 

• Absent: 

• 

/ ■ * 

*• . • 

• • 

; HARRY L. LEUIS 

• 

The following were present 

at the invitation of 

the Board: 


• KENNETH KOPELSON 

SECRETARY-TREASURER 

• KALISH fc RUBIWROIT, 

• 

CERTIFIED FUELIC ACCOUNTANTS 
FOR THE COMPANY 
“ By: Hyman Rubir.roit 

and Eeroard Mints 

HERMAN SASSOVJER ,ESQ ., and 

HOVJARD HARD,ESQ. 

• 

• SPECIAL COUNSEL FOR LADY 
ROSE STORES, INC. 

SIDNEY FELDSHUH , ESQ . and ^ 
MARTIN M. FRANK OF FELDSHUH 
& FRANK, • • 

COUNSEL FOR THE CCMPAKY 

I • 

JOHN W. FROMMER,ESQ. 

OF COUNSEL FCR JAC DISCOUNT 
STORES 


In response to a question by Hr. Kurts, Hr. Feldsb.uh 

stated that the professional people, that is Counsel and 

% 

Certified Public Accountants to the Company, had the function 
and acted solely In the capacity of reporting facts relative 
to the merger plan. * They are not advocating the adoption or 
rejection of the plan or any part thereof. The Directors alor.c 
should weigh and determine the action to be taken, and it was 
in this frame work that comments by Counsel and Accountants arc 
to ba weighed and considered by the Directors. 

Counsel to the Company reported that the merger plan 


was contingent upon the following: 
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a) Obtaining the approval of the Board of 
Directors of the I-'erger Plan and approval to its submission 

to the stockholders; .. 

b) The consent of the holders of the Certificates 

of Participation in the Subordinated Loan relinquishing their 
options tc exchange said certificates for the stock of the 
Company in accordance with the provisions of said certificates; 

c) The approval by the shareholders of 66-2/3rd.-£ 

• p * 

of the issued and outstanding common shares of the company; 

d) The consent of the Creditors' Committee 

appointed under the Plan of. Arrangement. 

e) A ruling by the Internal Revenue Service 

qualifying the merger effective as of January 31* 19°7 as 
a tax-free exchange under the provisions of Section 3o^ v a) 

(1) (A) and Section 382(b) of the Internal Revenue Code cf 

195 ^- ' 

f) The affirmative votes of 66-2/3rds£ oftne 

shareholders of Lady Rose. 

Hr. Feldshnh reported that the following changes 

in the merger plan h ad been su ggested b y several directors: 

• i) The balance of the Subordinated Loan of 

• • 

$203,000 shall be continued as an obligation of the merged 

• , r 9 • r • ^ 

Company earning interest and being paid as to principal -n 
accordance with its terms. 

U) The mandatory conversion date of the 
* proposed preferred shares to be February 1, 1973 instead of 
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.February 1, 1972. ' * 

Consents with respect to the plan were then made 
by Messrs. Kurtz, Weiner, Peterseil, Abramson and C-insburg. 

^Thereupon, Mr.) Kopelson, the Treasurer of the 
Company, was called upon to .report upon the posture of the 
Company and his opinion of the effects cf the merger upon 

• * t 

the Company. Mr. Kopelson reported that the net worth of 

. * 

the Company following the disposal of the Florida stores was 

c 

approximately $1,6C0.000 to $1,700,000. He stated that the 

cash paid by the purchaser of the Florida stores had been 

fully utilized by the Company in the payment- of Florida 

creditors,-the subordinated A and B debenture, the acquisition 

of shares from Mr.'Haizen, obtaining a certificate of deposit 

of $100,000 in connection with the payment of creditors under 

the Plan of Arrangement and the deposit of $90,000 in security 

incident to the renew?.’ of the *!8th Street store lease. He 

pointed out that in the usual and regular course of business 

of the Company, the Company at this time of the yeax' borrowed 

substantially from banks. However, up to the present tine, 

the Company has not borrowed any such monies, but he anticipate 
« » 

that it w>.' 1 shortly do so! 

lMr. Kopelson further reported that the Company 
‘ * / : ! . 
is facing a difficult operating situation. He stated that 

from an operating viewpoint, it is important for the Company 

to acquire a fifth location so that its advertising, general 
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and administrative expenses pan be spread over a greater 
volunvj than that arising out of the four present locations. 

He also stated that the Company experienced great difficulty 
in effecting lease arrangeir.er.ts because of the competition 
for locations by competitors and others possessing a better 
financial position than the Company. In his Judgment, the 
merger plan will lift the Company to a far better financial 
stature, thereby enabling the Company to deal more effectively 
in securing a fifth location as well as in dealing with 
suppliers. - 

Following Mr. Kopelson's report, further discussion 
was had and various questions were propounded to Counsel and 
to the Accountants. 

Mr. Feldshuh then announced that Mr. Harry L. Lewis, 
a director, had telephoned Mr. Feldshuh advising that he could 
not attend this adjourned, reconvened Special Meeting, but 
instructed Mr. Feldshuh to state to the Board that if Mr.Lewis 
were present, he would approve th<? merger plan and would vote 
for its submission to the shareholders for their approval. 

There being no further discussion, the following 
resolution was proposed by.Mr. Weiner and seconded by Mr. 
Oinsburg: 

*_ ; 

JW2S0LVFD, by the Board of Directors of 
Masters, Inc. that a Joint agreement for 
merger and acquisition by Masters, Inc. of 
% Lady Rose Stores, Inc. substantially contain¬ 

ing the terms and conditions outlined in the 
minutes of thcr.'c Special Meetings (as adjourned 
* and reconvened), be entered into and 
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. * * • 

•A• • RESOLVED FURTHER, that such agreement 

£ v- embodying such terms, be submitted to the 
- shareholders of Masters, Inc., at a 
special Meeting thereof, which meeting 
shall be called for at the earliest possible 
date permitted under the By-Lav.’s for the 
purpose of talcing such agreement into con¬ 
sideration and that notice, time, place and 
object of such meeting shall be given, 
mailed" and published as required by lav; and 
the By-Laws of the Company, and 

RESOLVED FURTHER, that if such agreement 
• • shall be adopted by the stockholders as 

required by lav; at such meeting or any adjourn¬ 
ment thereof, the designated or proper officers 
of the Company be, and they are hereby author¬ 
ized and directed to take such steps including 
amending the Certificate of Incorporation, 
and to do such other things to effectuate r.r 1 
consummate such agreement as nay be prescribed 
by lav? or as to them may seem proper or ncces- 
.aary in the premises, and 

RESOLVED FURTHER, that for the purposes 
of said meeting, the common stock transfer 
books of the Company be closed on the 30th day 
of November, I 9 S 6 at 3t00 o’clock in the 
afternoon of said day. 


. Thereupon, Mr. Feldshuh called for a vote upon 
the resolutions. The votes of the directors were polled ; 


follows: 


LOUIS BIBLOV’ITZ, CHAIRMAN . 
JOSHUA BIP' T 0”ITZ . 


MAX EIBLOTIT . 

HERBERT ABRAMSON .... 

HARRY GRlii’THFR . 


RALPH MAINER . 


ARNOLD GINfEURG . 

PINCUS FETERSKIL .. 

HERBERT KURTZ . 




Hr. Kurtz voted nay upon the resolutions, but 


directed that the follovrlng comment made by him be incorp 


in the minutes: 
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r • 

r* *' * 

y* i 

/•V "I am favor of the mercer. My 
disagreement is only with the values that 
were reached as a basis for the merger. 

I think the merger will be good for the 
Company”. .. 

Mr. Feldshuh then declared the resolutions passed 

and that in accordance with such resolutions, appropriate 

steps.would be undertaken immediately to implement then. 

• ^ 

There being no further business, upon unanimous 
consent the meeting was adjourned. 
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Kalish, Rublnroit & Co. 
165 Broadway 

New York, New York 1C006 


•V 


Re: Merger of Lady Rose Scores, Inc. 
_with Masters. Inc. 


4 is v ‘‘t 


Att: Mr. Bernard Mlntz 

•4 

Gentlemen: 

It Is with great pleasure that I.enclose a 
copy of the ruling Issued by the Treasury Department under 
date of February 28, 1967 granting. In all anticipated re¬ 
spects, the request for ruling filed on behalf of the above 
corporations and their respective stockholders. 

Although Item (9), on page 4 of the ruling 
does not exclude the applicability of Section 269, it is to 
be noted that the third paragraph on page 2 of the ruling 
sets forth as a statement of fact the important, genuine 
business reason for the merger, thus making it virtually 
certain that Section 269 cannot be held applicable to deny 
Masters, Inc., the net operating loss carry-overs otherwise 
available. 

I am gratified, as I am sure you must be, 
that our combined efforts in this matter have culminated so 
completely in success. 

I have taken the liberty of sending n copy 
of the ruling together with a letter substantially the same 
as this one to Herman Sassowcr, Esquire, Sidney Feldshuh, 
Esquire, Masters, Inc. and Mr. Louis Biblowitz. 

A 

"* Sincerely yours/ 

*29w£S£.V ^ V 

MARTIN D. COHEN ' 

MDC:JR For Cohen, Rosenbaum & Scher 

Enc. 


* |w..;V 

. 1 . .<t. . ' • 

. f 
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U.S. TREASURY DEPARTMENT 

INTERNAL REVENUE SERVICC 
•. WASHINGTON. O.C. 20224 •* t ' ? 


&*>).% P3*7 


inw.m.» rtcrcn to 




• fosters, Inc. - ' . ? * 

135-2l 33th Avenue - * . . • • * ' ’ 

Flushing, i;cu iorlc 1135 U ' 

• { • • 

# » 4 ,• * « • 

C-antlenons • . : , 

• • . . # 

^jf!}'! 8 in to a letter dated Dcco,.aer 23, A v66, 

regjGiwin^ a ruLan* as to the Federal inco;uo tax consequence- 

StwTnT?. tr “ nsacticn * Additional inioniution wad suu- " 

‘1^67^ Tho 1 ^!' 01 ' 3 ^ e + J? ' ninry i0 ' January 20 > and January 26, 
15t>7. Tho * cicvant facts suoreitted are aunaariaed in thc 

• iollota.ng paragraphs. . . 

ll-l8^56hl S Y SterS '' 5 * em:Jl ° ycr Identification number 
V r ? r:: cor P° rat i°n engag'd in the ouoiucaa 
, a ee^iete line of department store ite.ts at rut ail. 

«<• -t ^ e=er:i:2r 2u > 19 =a » there were outstanding Uo^,732 chares 
■.of Asters canon stock with a par value of SI per sliro” 

nunt^ d n ? 'i??o?l t f“' Ine .' Kose"), employer identification 

Tlil rc^fLv^ J C ° rp ° raticn cnjaycl in tl.o sale, 

T». k,- , lov3l > 01 J ‘’ dies ' soft goods and nnpu-ci item. 

Jifrh if conducted through 21 ,-holly otaicd subsidiaries 

£ J suboitted in a letter dated 

ffl -L l'n' a 01 Ds . ecabor 2 “> it66, there inn. outstanding 

i'-'H ^ 7 $*“ “ p3r valuo *«=»> stock, .ill oi- this ‘ 

stock Las c*ned 0 / four snaroiioidcrs. 

writ-n^t^n^ 1566, - 1? ' StCrS 211(1 ** dy nose cntcrccl into a 

wncrcin i,iay aose will liquidate its 21. wholly 

owned ““paries fnd nerje into .lastors pursuant to hew York 

ih^rn-n‘i^ erS - M li b .° thc survivin i: corporation. Each .listers 
a n :; oL '. r val1 c:Wiia ^o nis ‘Masters steel: for an equal amount 
ox new msters coraon stock, par value VI per snare. At thc 
“ xo , cacn ^dy.ileso shareholder will exchange Il.s Ladv 
r°:. * or new ilisters stock at the ratio of one share of 

C0X ? 0a ®* cclj - or 5,o33 i/3 chares of .asters coann 
stocu, par value Vi per share, and 5 5/6 shares of .listers five 
ncncuau:ative convertible V1,CC0 par value preferred 

• Sw ° rCS P r22cntI / operated by fosters anci all t«;o 13 
leaded ccparuiants, as well as thc three stores presently o-.wrated 
»>y .uly acre subsidiaries, uHl continue in full o^-otli, * 

wctSunu eluiit'o. . . 


tv 

















MauLorc, Inc 


In January 1963 Masters filed a petition in Chapter XI 
proceedings in tho Bankruptcy Court of the Southern District 
of "et; York. A plan of arrangement was confirmed, whereby 
Masters tras obliged to pay out, in periodic monthly install¬ 
ments, a portion of the debts it owed creditors. A creditors' 
ccnmittoo was formed to help carry out the plan of arrangement 


Howaver, Masters deficit bccono larger. A report made by 
independent certified public accountants shored that Masters 
had an operating deficit of.02,705,533 since the adoption of 
tho pirn of arrangement. Tho creditors decided that Masters 
needed fresh capital assets to stop its deteriorating financial 
situation. Accordingly, tho creditors' committee gave its con¬ 
sent for the merger described above. 


Lady Rose leases departments in tho Masters be;; York 
stores. Prior to the plan of arrangement Lady i’osq had leased 
large departments in virtually all the stores operated by Masters 
The principal reason for Lady Rose's heavy involvement in Masters 
plan of arrangement was the necessity to protect its position as 
lessee in the several stores operated by Masters. Lady Rose is 
constantly seeking ways to maintain and improve its competitive 
position. The loss of its valuable licenses was greater to Lady 
Rose than the possible loss of its investment in Masters. The 
Berger of Lady Rose into Masters will guarantee the continuance 
of its businesses in the Masters stores. 


. There is no present intention on the part of the Masters 
end Lady Rose shareholders to dispose of the Masters stock they 
receive in the exchange mentioned above. It is represented 
that the Masters and Lady Rose shareholders will pay their own 
expenses arising out of or Incidental to the transaction. 


The 21 Lady Rose subsidiaries do rot have any net operating 
loss carryovers. It is represented that each of tho Lady Rose 
subsidiaries formed on and after July 15, 1965, cane into being 
in a transaction qualifying under section 351(a) of the Internal 
Revenue Code. It is also represented that the holders of Masters 
stock immediately before the merger ;all own immediately after 
the merger more than 20 percent of the fair market value of tho 
outstanding stock (excluding preferred) of tho surviving company. 


Based solely upon the information submitted, it is held 


as folio- 


(1) In nc'ordnnco with section 332(a) of tho 
Internal ltevcnuo Code, no gain or loss 










I 



Maetors, Inc 


• »V f • r* 

.? will j bo recognized to Lady Rose upon its^ 

- ‘ r 5 C fJ pt o? f ^ tho aS3cfcs and liabilities 
or the 21 subsidiaries pursuant to the 

• • conplcto liquidation of these subsidiaries, 

°r ror I uir —ents of section 

• 332(b) of i«ho Coda ere net. 

(2) -. As provided by section 33h(b)(l) of the * 

, Code, tho basis to Lady Rose of tho prop-' 
erty received as a result of the complete 
iiquidation of each of the 21 Lady Rose 
subsidiaries *..111 be the sane as tho basis 

' pr °? or -y ^ tho hands of tho dis¬ 

tributing Lady Rose subsidiary immediately 
prior to the transaction. 

(3) Provided the merger of Lady Rose into 

"• l”f S , rs is a statutory merger pursuant to 
*? us of Ncv; it will be a rcorga- 

the r * eanin 2 Of section . 

• 3o8(a)(l)(A) of the Code. 

tt) Under section 361(a) of the Code, no rain 
or loss will be recognized to Lady Rose 
upon the transfer of its assets to Masters 
solely in exchange for Masters stock and 

Masters of tho Lady Ease 
liabilities, i.o gain or loss >111 be 
recognized to Masters upon the receipt of 

• the assets of Lady Rose in exchange for 

. its stock (section 1032(a) of tho Code). 

(5) In accordance with section 362(b) of the 
Code, tho basis to Masters of the Lady 

•• Rose assets received in tho merger will 
be the samo as tho basis of. those assets ' 
in tho hands of Lady Rose immediately 

. prior to the transfer. V: 

(6) As provided in section 3&(a) of the Code! 
no gain or loss will be recognized to the . 

. Masters and Lady Rose shareholders ueon : 
tha exchange of their stock solely for 
Masters stock, as described abovo. . 
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► In accordance with section 358(a) of the 

• Codc > tho ba sis of the new Ilasters stock 

• received by each Masters shareholder on * 
the cxchango will bo the sr .2 as the 
basis of the Masters stock surrendered 
therefor. Tho basis of the new Masters 
cc.-r.cn and preferred stock received by 

•tsach Lady Rose shareholder will bo the 
sano as the basis of the Lady Rose stock 
surrendered in exchange therefor allocated 
between tho Masters common and preferred 
. stock in proportion to the fair market 
valuo of each in accordance with section 
1.353-2 of the Inc ore Tare Regulations. 

The Masters preferred stock which will be• 
received by the Lady Rose shareholders in-. 

■ the proposed exchange will bo "section 306 
stock within the meaning of section 306 (c) 
of tne Code. . 

* • # • • 

• • • i * #* 

Subject to the possible applicability of 
the^limitation provisions of section 26 ? 
of the Code, Masters, as the acquirin'' 
corporation, will succeed to and take'into 
account immediately after the reorganisation 
its o:ai net operating loss carryovers deter¬ 
mined under section 172 of the Code. 

' Section 382(a) of the Coda will not apoly ' 
to tnis transaction because this section 
is not applicable ’.Acre there is a reorga¬ 
nization under section 366(a)(1)(A) of tho 
Code. Providcd the Masters shareholders, 
iaoiecdately before tho reorganization, own 
at least 20 percent of the fair market value 
of the outstanding stock of the acquirin'* 
corporation immediately after tho reorga¬ 
nisation, section 332(b) of the Code, which 
places a limitation on the carryover of net 
operating louses in the case of certain 
reorganisations, is not applicable because 
of the language of the statuto excludin'* a 
reorganization under section 360(a)(1)(A) 
of tho Code where tho shareholders of tho 


/ 
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. • acquiring corporation, immediately before 

' . • • , tho reorganization, o’.n more than 20 per¬ 

cent of the requiring corporation imnedi- 
, ,‘atcly after the reorganization. : * • 

• • * * *' 

Ho opinion i3 expressed as to the tax treatment of the 
transactions under the provisions of any of the other sections 
of the Cede and Regulations which may also bo mplic.-a]e 
thereto or to the tax treatment of any conditions existing at 
tho time of, or effects resulting from, the transactions uhica 
. are not specifically covered by the above rulings. 

^ - s important that a copy of this letter be attached to 
the Federal income tax returns of Masters and Lady Rose for 
the taxable year in which the transactions covered by this 
ruling are consummated. - - - 

. • • • f . 

In accordance with the power of attorney or. file with this 
office, a copy of this letter is being sent to Mr. Martin D 
Cohen. 


: ^ * 


S' Very truly yours, ^ 

t :] 

Chief, Reorganization Branch 


1 -• *. 


xJ 
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D STATES DISTRICT COURT 
SOUTHERN DISTRICT OP NEW YORK 


ANTOINETTE M. BRAGALINI, ARNOLD DAMSKY, 
WILLIAM WEINSTOCK, CARL ROGERS and 
ROSE ROGERS, H. L. FEDERMAN & CO., 

INC., SUZANNE MASTERS, STEPHEN MASTERS 
and NORMAN KEMPER, individually, and 
aa Stock holders of MASTERS, INC., 
suing in behalf of themselves and for 
the benefit of said corporation and 
for the class of all other stockholders 
of said corporation similarly situated. 


Plaintiffs, 


-against- 


LOUIS BIBLOWITZ, MAX BIBLOWIT, JOSHUA 
BIBLOWITZ, PALPH J. WEINER, JOEL 
BIBLOWITZ, ARNOLD GJNSBURG, HERBERT 
ABRAMSON, HARRY GRUNTHER, HARRY L. 
LEWIS, PINCUS PETERSEIL and MASTERS, 
INC., 

Defendants. 


PA /3-S* 


Docket No. 

67 Civ. 4988 

Calendar No.534(4) 


PRETRIAL ORDER 


On 40 , /97£ the attorneys for the parties to 

this action appeared before the Court at a pre-trial conference 
pursuant to local Calendar Rules 6 and 13 and Rule 16 of the 
Federal Rules of Civil Procedure, and the following action 

\ 

was taken. 

% 

1. The pleadings were agreed to be deemed amended 
in accordance with the framing of the issues in this action 
in paragraph 9 of this pre-trial order. 

2. The parties agreed that the trial of this action 
should be based upon this order and upon the pleadings as 
amended. No issues raised by the pleadings have been abandoned. 

3. (a). The parties stipulated that the following 
facts are not in dispute in this action (each party reserving 
the right to object to the materiality of any such stipulated 
fact and its relevancy to the issues): 

(a) 1. The terms of the merger were as follows: 
Masters issued to the Lady Rose stockholders 1,750,000 shares 
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of its common capital stock and 1,750 shares of a new 51 non- 
cumulative preferred stock, par value $1,000 which preferred 
stock must be converted on February 1, 1973 into 1,750,000 
shares of common stock. Upon such conversion. Lady Rose 
would receive 3,500,000 shares of the common stock of Masters. 
Masters, prior to the merger had 400,732 shares of common 
stock issued and outstanding in the hands of the public. 

Lady Rose owned, via voting trust certificates, 69,629-l/27ths 
shares of Masters which were cancelled under the terms of the 
merger. Lady Rose would receive after conversion 3,500,000 
shares of Masters common stock or 89.951 and the public stock¬ 
holders of Masters (including directors other than the Biblowitzs 
retained 391,102 shares of Masters common stock or 10.05? of the 
newly issued and outstanding stock. Lady Rose distributed all 
the Masters shares received by it to the defendants Biblowitz. 

The preferred stock in Masters received by Messrs. 
Biblowitz differed from the common stock in that it was entitled 
to non-cunulative dividends at the rate of 5% per annum before 
dividends could be paid to the holders of the common stock, 
was non-voting and non-redcemable. 

The p]an contemplated a minimum 20% equity in the 
$1 par value cordon stock of the minority shareholders until 
January 31, 1973. 

The plan as drafted qualified for the carry-forward 
loss of Masters of approximately $3,378,849 as a net operating 
loss deduction aqainst the future earnings of the merged 
companies, if any. 

(a) 2. On July 26, 1966 Masters sold all of its 
merchandise inventory, store properties and business of its 
Florida division, consisting of three stores, to Zayre Corp. ’ 








* 


and its subsidiaries. Majors sustained operating losses in 
its Florida division for the six months ending October, 1965 
to the extent of $252,000 and for the nine months ending 
January 29, 1966 in the amount of $158,702. The foregoing 
operational losses prompted the directors to approve the sale 
of the Miami stores. 

For the six months ended July 30, 1966 Masters had 
a stated operating loss of $212,294 for its discontinued 
Florida division and a non-operating loss of $561,367 on the 
sale to Zayre. 

As a consequence of the sale to Zayre, Masters had 
a stated net cash inflow of approximately $1,508,000 after 
a full retirement of its Subordinated A and B Debentures in 

the amount of $250,000 and $162,000. \ 

No C-7, *iC / ^4 p&J* A- 

As of September 6, 1966, Masters had a remaining 
indebtedness to Chapter XI creditors (originally $1,400,000) 
of $393,000 and payments under the Plan of Arrangement would 
in the ordinary course be completed on or about November, 1967. 

Louis Biblowitz at the Annual Meeting of Stockholders 
of Masters, Inc., on September 8, 1966 after the sale to Za^re, 
stated in response to a comment from shareholders of Masters 
to the effect that the attention of the Board of Directors should 
be brought to the possible shift of Masters’ operations to a 
full concessionaire operation that no change was contemplated 
in the operational policy of Masters. 

The Board of Directors of Masters on September S, 

1966 authorized the renewal of the Company's lease of the 
premises 64-70 West 48th Street, City and State of New York, 
for a term of 5 years commencing May 1, 1967 to April 30, 1972. 

(a) 3. (a) As of July 30, 1966. after the sale to 

Zayre, the working capital of Masters was $1,856,595; its 

-3- 











book value was $1,677,438 or $3.70 per share. /32# 

(b) As of August 31, 1966, the working 
capital of Lady Rose was $1,821,076; its book value was 
$2,532,206. 

4 * Masters tax-lo.js carryforward . In valuing 
Masters, its tax loss carryforward was considered. 

As of October 30, 1966, the projected 
tax loss carryforward of .Masters for the fiscal years 1963 
through 19C7 was $3,378,849. The carryforward losses and their 
years of expiration are shown below; 


Year of 

Operating Loss 

Carry-forward 

Loss 

Date of 
Expiration 

4/30/63 

5/2/64 

5/1/65 

1/31/66 

1/31/67 

$ 274,045 

2,200,423 

32,304 

72,077 

800,000(est.) 

1/31/68 

1/31/69 

1/31/70 

1/31/71 

1/31/72 


$3,378,S49 


Of the 

estimated loss of $800, 

000 for fiscal 


over $773,000 was attributable to the discontinued Florida 
division. 

The Board of Directors of Masters v/as advised: 

An important tax'aspect of this plan is the 
availability of the carry-over loss without 
the reduction described in Sec.382(b) because 
the stockholders of Masters, Inc. (the loss 
corporation) retain at least 20^ of the stock 
of the acquiring corporation. Under the law, 

(Sec. 382(h)) a reduction in the carry-forward 
loss of 51 is rccniircd for each 1% of equity 
below 20% rot retained by the stockholders of 
the loss corporation in the surviving corpora¬ 
tion. (F.xamole - if the loss corporation stock¬ 
holders retain only 105 in the merged company, 
then only 50% of the loss carry-over is available)." 


The minutes of Masters' Board of Directors meeting 
of October 31, 1966 recite* that Kalish, Rubir.roit & Co., 
the accountants for Masters and Lady Rose advised the Board 
of Directors of Masters on October 31, 1966 that in their 
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| opinion but subject to a-Wftng by the Internal Revenue 
Service, Masters' tax loss carryforward of approximately 
$3,378,849 could be applied against the future earnings of 
the merged company*and assuming *nat the pattern of performance 
of Lady Rose continued in the projected amount of $600,000 
annual earnings, then the aforesaid carryforward loss would 
enable all earnings of the merged company to be after tax 
earnings, to the full extent of said loss. In January of 
1967 the Internal Revenue Service rendered a ruling that the 
tax loss carryforward of Masters could be applied against 
future earnings of the merged company, if any. 

By treating the 1,750,000 shares of common stock 
of Masters to be issued to Lady Rose as equity and the 1,750 
shares of Masters preferred stock (convertible into 1,750,000 

i 

shares of common stock in 1973) as non-equity, under the plan 
the Biblowitzs, as stockholders of Lady Rose, would receive 
less than 80% of the common stock of Masters and there would 
be no reduction in the carryforward loss of Masters. Inclusion 
of the 1,/50,0C0 shares of common stock after conversion would 
give the Biblowitzs 89.95% of the equity and would reduce 
the carryforward loss by'approximately 50%. The issuance of 

* 

the preferred stock had the effect of giving the Biblowitzs 
approximately 90% of the equity without reducing the carry¬ 
forward loss of Masters. 

At the Board of Directors meetings of Masters on 
October 31 and November 7, 1966, certain directors stated, 
inter alia , that $1,600,000 representing 50% of Masters' tax 
loss carryforward should be added to the net worth figure of 
$1,600,000. 

The carryforward loss of Masters was fully ut ized 
by the morqed coup?:;/ in the fiscal years 1968, 1969 and the 

* means surviving company; viz. Masters. 

————-— ___ 
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first month of fiscal 1970; Masters saved, respectively, in 
taxes, $700,000, $1,148,500 and $56,500 for a total saving of 

$1,905,000. 134 A 

(a) 5. Defendant Louis Biblowitz presented the 

proposed terms of merger to the Board of Directors of Masters 
on October 31, 1^66. Louis Biblowitz told the Board of 
Directors of Masters in connection with the proposed merger 
of Lady Rose and Masters, inter alia , that: 

(a) The earnings of Masters projected to 
January 31, 1967, would show, according to the opinion of the 
Secretary-Treasurer, a "break-even" or at best, a small profit. 

(b) The after tax earnings of Lady Pose 
projected to January 31, 1967 was estimated to be $600,000. 

(c) The Company has a carryforward loss of 

about $3,378,849 which the accountants for the Company have 

advised may be applied (subject to a ruling by the Internal 

Revenue Service) against the future earnings of the merged 

companies. Assuming that the pattern of performance of Lady 

Rose continues in the projected amount of $600,000 annual 

earnings, then the aforesaid carryforv/ard loss would enable 

% 

all earnings of the merged company to be after tax earnings, 
to the full extent of said loss. 

(a) 6. The Board of Directors of Masters approved 

the plan of merger at an adjourned meeting on November 7, 1966 * 
with one director, Herbert Kurtz, voting against the merger 
and stating: 

"I am in favor of the merger. My disaoree- 
mont is on. y with Hie. values that were reached 
as a basis for the verger. I thin): the merger 
will bo good for the Company." 

(a) 7. At the directors' meeting of Masters on 
October 31, 1966, several of the directors stated that it 
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appeared that the value of Masters was equal to or greater / 3S*/ 
than that of Lady Rose and that the proposed Issuance of 
1,750,000 shares of common stock and 1,750 shares of preferred 
stock of Masters for all of the stock of Lady Rose should be 
reduced. These directors stated that to the net worth figure 
of some $1,600,000 for Masters, there should be added another 
$1,600,000 representing 50% of Masters' tax loss carryforward. 
Some of the directors stated that an opportunity should be 
had to ascartain whether any other company might be interested 
in purchasing Masters or merging with it. Louis Biblowitz ad¬ 
vised the members of the Board of Directors that he had already 
made inquiries along these lines which had not proved in any 
way fruitful. 

At the meeting of the Board of Directors of Masters 
on November 7, 1966, certain of the directors stated that less 
consideration than the number of shares proposed to be given 
by Masters in exchange for all the shares of Lady Rose should 
be issued and again raised the question of whether it would 
be in Masters' best interest to attempt to interest other 
companies in acquiring or merging with it. 

On January 25, 1967 special tax counsel for Masters 
were orally advised pursuant to request for a ruling that a 
formal letter would be issued by the office of the Commissioner 
of Internal Revenue, which was received in February 1967, 
assuring the favorable _x treatment upon which the proposed 
merger had been predicated which included. Inter alia , a ruling 
to the effect that the surviving corporation as a result of 
the merger, namely. Masters Inc., will be "entitled to carry¬ 
over as an offset what otherwise would be taxable income in 
future years, the full amount of the operating losses incurred 

by the present Masters Inc. during the past five years." 

-7- 
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On January 26, 1967 the stockholders of Masters 
approved the plan of merger 370,315 18/27th shares in favor 
and 63,389 9/27ths shares against, plaintiffs voted against. 

<a) 8. Masters did not have an independent appraisal 

">ade of its equity value or the equity value of Lady Rose. 

(a) 9. Lady Rose did not have an independent 

appraisal made of its equity value or the equity value of 
Masters. 

(a) 10. (a) Kalish and Rubinroit were the 

accountants for Lady Rose and Masters up through January 31, 

W«7, its annual fee was 525,000 from Masters and 815,000 from 
Lady Rose. After the merger Kalish 6 Rubinroit were the 
accountants for the merged company. 

(b) Kalish & Rubinroit rendered professional 
services in the sale of the Miami, Florida, stores to Zayre 
in 1966, including observing Inventory. Kalish 8 Rubinroit, 
in addition to its annual retainer, billed and was paid 825,000 
by Masters in August, 1966, i„ addition, Kalish 6 Rubinroit 
billed and was paid 52,000 by Masters for the preparation of 
the financial statements included in the proxy statement 
relating to the merger with Lady Rose. 

(c) Kalish & Rubinroit in May, 1967 billed 
and was paid by Lady Rose as a division of Masters 542,000 
additional fees above retainer as agreed with the Biblowitzs 

for accounting services relating to period, prior to January 
28, 196/. 

(a) 11. The law firm of Flaum, Crewman, Saasower, 

Rosenberg and Postel were special counsel for Lady Rose. 

(a) 12. The defendants Blblowitz. consulted with 

the accounting firm of Kalish, Rubinroit 6 Co. since at least 


At* 
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April of 1966 on the terms of a possible merger between Masters 
. And Lady Rose. In May of 1966, Kalish, Rubinroit & Co. 
prepared a confidential memorandum re proposal of plan of 
merger of Lady Rose and M< sters in which Lady Rose was valued 
at $5,000,000 (based on ten times estimated net income of 
$500,000 for the 1967 fiscal year) and Masters was valued at 
$1,250,000 and based on the terns of merger proposed in that 
plan, the equity of the Biblowitz family in the merged company 
would be 79.68%. 

(a) 13. The Lady Rose concessions in the Masters 

stores in the metropolitan area expired on January 31, 1967. 

The Lady Rose net income derived from operating those concessions 
was as follows: 


6 mos. 



Before Tax 

After Tax 

2/29/64 

$86,754.59 

0 

$59,121.92 

2/28/65 

101,850.26 

67,971.88 

2/28/66 

126,316.30 

79,220.03 

8/31/66 

71,930.99 

48,710.99 

(a) 14. 

Under its concession from 

Masters, expiring 


January 31, 1967, Lady Rose's subsidiaries paid Masters at 
a rate of 8 1/2% of sales in excess of $474,117, plus $40,300 
at its concessions in the Masters' stores in Flushing and 
Elmsford and at the Masters' Lake Success store 7 3/4% of cross 
sales plus $32,500. - 

In 1966 Rockower Bros, negotiated a renewal of its 
concessions in Masters' stores expiring December 31, 1966 
and agreed to pay a fixed minimum plus a percentage of sales 
in excess of a dollar amount based on an effective rate of 
101, which was an increase over the existing rate of 8 1/2' . 


•t— 
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The Rockower concession was renewed for a period of three 
years expiring on December 31, 1969. 

(a) 15. By letter of May 23, 1966 Kalish, Rubinroit & 

Co. enclosed the confidential memorandum re a proposed plan of 
merger of Lady Rose and Masters to defendants Biblowitzs 
showing a value for Lady Rose of $5,000,000 and a value for 
Masters of $1,250,000. 

Defendants Biblowitzs or their representatives 
delivered said confidential memorandum re a proposed proposal 
of plan of merger of Lady Rose Stores Inc. and Masters Inc. to 
Mr. Lawrence H. Rosenthal. 

(a) 16. The 6% Series A and B Debentures of Masters 

in the amounts of $250,000 and $162,000, respectively, were 
subordinate to all suns due or to become due under the plan 
of arrangement and to future bank and other institutional loans 
obtained for operational purposes. 

(a) 17. The Creditors Committee in August 1966 

consented to the payment in full by Masters of the 6. Series A 
and B Debentures; at the time of the consent by the Creditors 
Committee, the amount of indebtedness under the plan of 
arrangement due within one year wa3 $332,300 and after one 
year was $110,764. 

(a) 18. On September 6, 1966, Mr. Jack Haizen was 

terminated as President of the Company. The Company purchased 
44,668 shares ot capital stock from Mr. H-'izen for a purported 
consideration of $89,336. 

(a) 19. Net concession income received by Masters 

(including discontinued operations) was as follows: 

May 1, 1965 - $1,025,254 

(9 mos.) Jan. 29, 1966 - $625,927 
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(a) 20. Masters at the time of the Board of 

Directors meeting on October 31, 1966 had the following named 
directors: 

Louis Biblowitz, Chairman of the Board 
Max Biblowit 
Joshua Biblowitz 
Arnold Ginsburg 
Herbert Kurtz 
Herbert Abramson 
Ralph J. Weiner 
Harry Gunther 
Harry L. Lewis 
Pincus Peterseil 

Louis Biblowitz, Max Biblowit and Joshua Biblowitz 
were also the directors of Lady Rose Stores Inc. and with 
Joel Biblowitz, the son of Louis Biblowitz, owned all of the 
outstanding shares of Lady Rose Stores Inc. 

Herbert Abramson v r as the President of Samuel Scheller 
t Co. Inc. which was a licensed insurance brokerage firm which 
acted as the insurance broker for Masters and Lady Rose. 

Harry L. Lewis and his wife were the owners of the 
land and buildings in Elmsford, New York, tenanted by Masters. 

Messrs. Ginsburg, Peterseil and Weiner or companies 
with which they were affiliated were vendors to Lady Rose. 

Herbert Kurtz was the vice president cf Rockower 
Bros. Inc. whose wholly owned subsidiaries were operators of 
leased departments in Masters' stores. 

The defendants Biblowitzs assumed control of Masters 
in 1963, controlled both Masters and Lady Rose prior to and at 
the time of the merger in 1967 and controlled Masters after 
the merger. 

(a) 21.. The ce^pified net income of Lady Rose (except 

for the six month period August 31, 1966 which was unaudited) 
was reported in the Proxy Statement as follows: 
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Before Taxes 

After Taxes 


2/29/64 


§304,397.77 

$205,397.77 


2/28/65 


426,262.54 

301,262.54 


2'28/66 


679,977.03 

451,977.03 

6 mo s, 

8/31/66 


483,991.10 

331,491,10 


(a) 22. 

The effective tax rate of 

Lady Rose was: 


2/29/64 

- 

32.5% 



2/2C/65 

- 

29.3% 



2/28/66 

- 

33.5% 


6 mos. 

8/31/66 

- 

31.5% 



(a) 23. 

Lady Rose in July of 1966 

sold its inventory 

and fixtures in Masters' 

three Florida stores 

, in which it 

operated concessions, to 

Zayre Corp. and its 

subsidiaries. 

The net 

income of Lady Pose in the discontinued Masters' stores 

located 

in Florida 

was reported as follows: 





Before Tax 

After Tax 


2/29/64 


$11,676.89 

$ 8,212.11 


2/28/65 


35,076.77 

27,379.33 


2/28/66 


91,282.32 

63,621.60 

6 mos. 

8/31/66 


69,698.87 

44,618.87 

• 

(a) 24. 

The 

net income of other discontinued 

operations of Lady 

Rose 

was reported as follows: 




Before Tax 

After Tax 


2/29/64 


$20,754.09 

$13,485.92 


2/28/65 


11,244.29 

9,527.85 


2/28/66 


28,120.68 

19 ,970.77 


8/31/66 


21,235.70 

14,145.70 



4 
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(a) 25. The net income of Lady Rose from the 

concessions it operated in the four stores of Masters in the 
‘ metropolitan area was reported as follows: 


6 nos. 


2/29/64 

2/28/65 

2 / 20/66 

8/31/66 


Before Tax 
$ 86,754.59 
101,850.26 
126,316.30 
71,930.99 


After Tax 
$59,121.92 
67,971.88 
79,220.03 
48,710.99 


(a) 26. Compensation paid by Lady Rose to its 


officers was as follows: 


Fiscal 1964 
Fiscal 1965 
Fiscal 1966 


Louis Biblowitz 
President 

$29 ,433.33 
36,800.00 
45,600.00 


Max Biblowit Joshua Biblowitz 
Vice President Secretary-Treacur 


$29,433.33 

36,800.00 

45,600.00 


$31,933.34 

42,700.00 

55,600.00 


(a) 27. Lady Rose operated concessions in certain 

Masters' stores of ladies' soft goods and apparel items. 

(a) Lady Rose had concessions in the three 
stores of Masters in its Miami Division which were sold to 
Zayre in July of 1966; 

(b) Lady Rose sold its inventory and physical 
assets contained in said Miami based stores to Zayre in July 

of 1966 and discontinued operating its concessions in said 


stores. 


(a) 28. (a) At the end of November 1962, Masters 


operated nine stores in four states. During the early part of th< 
fiscal year ending April 30, 1963, Masters encountered financial 
difficulties which rendered it impossible for it to meet its 
obligations as they matured. As a consequence, on January 31, 
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i*bJ, it HIM & petition lor a Plan o! 

t° Chapter 11 of the Bankruptcy Laws. Masters operated under 
this Plan until April 1967. 142 A 

(b) After the sale of the Miami stores 
in 1966, Masters was left with the following stores: 

(i) West 48th Street, New York, 
New York 

(ii) Route 9A, Elmsford 

(iii) Lake Success Shopping Center 

(iv) Main Street, Flushing 
(a) 29. On or about December 27, 1963, pursuant to 

the Plan of Arrangement with Creditors a subordinated loan in 
the sum of $283,000 was made to Masters, by affiliated and 
non-affiliated persons, including certain concessionaires. 

The subordinated loan provided that the lenders have 
the right to purchase shares of coii'jnon stock of Masters as 
follows: 

0 

(i) Three shares of the common stock of 
Masters, par value, $1,00 per share, for every one dollar of 
loan extended at a price of $1.25 per share if purchased on 

or before December 27, 1966; 

% 

(ii) Three shares of the common stock of 
Masters, par value, $1.00 per share, for every one dollar of 
loan extended at a price of $2.00 per share if purchased on or 
before December 27, 1968; 

(iii) Upon the exercise of the option, such 
portion of the sums loaned, together with accrued interest 
as is required, may be applied to any sums due the Company by 
reason of the exercise of said option. 

(a) 30'. The shareholders of Masters had no right to 

receive payment of the fair value of their shares of Masters in 
a •tatutory appraisal proceeding in the event they voted against 
the merger with Lady Rose. “ 14 “ 
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Pre-Trial Order (Excerpt) - 


Amounts Reported On Books Of 
Company - Stipulated at Trial 
(TR 321-334) 


(b) 16. The operating (loss) for the discontinued 

Florida division of Masters for the following periods was 
not disclosed in the Proxy Statement. 


9 months 
May 1, Ended 
1965 1/29/66 


3 months 

Ended 

4/30/66 


Year 

Ended 

4/30/66 


3 months 

Ended 

7/30/66 


6 months 

Ended 

7/30/66 


$(8,854) $(158,702) $(97,810) $(256,512) $(114,484) $(212,294) 


(b) 17. (a) The operating profit (loss) for tne 

metropolitan area stores of Masters, which as of October 31, 
1966 were the only continuing operations of Masters, was: 


9 months 
May 1, Ended 
1965 1/29/66 


3 months 

Ended 

4/30/66 


Year 

Ended 

4/30/66 


3 months 6 months 
Ended Ended 

7/30/66 t J-) 7/30/66 < 2 ) 


$40,848 $86,989 $(90,214) $(3,225) $73,376 $(16,838) 


TTJ as corrected, TR 328-9 
(2) As corrected, TR 329-30 








PRE-TRIAL ORDER ~ Facts Stipulated At Trial 

(c) 3. Lady Rose sales and net income from its 

concessions in Masters' Florida stores and from its concessions 

in Masters' other stores JLs^as follows: 


( 000 ) 

11 Mos. 

to Year to Year to 

1/28/67 2/28/66 2/23/65 

Consolidated 

Sales $13,182 $13,125 $11,194 

Gross Profit 4,363 4,099 3,385 

Net Before Taxes 808 680 426 

Net Income 527 452 301 


Year to 
2/29/64 


$8,177 

2,559 

304 

205 


Year to 
2/28/63* 


$7,381 

2,455 

360 

229 


Income From Masters Ex Florida 


Sales $ 1 

,870 $ 

2,095 $ 

2,226 

$1#745 

$2,398 

Gross Profit 

613 

633 

641 

500 

724 

Net Before Taxes 

134 

126 

101 

86 

134 

Net Income 

84 

79 

68 

60 

81 

Sales as t Con. 

. Sales 

14.2% 

• 16.0% 

19.9% 

21.3% 

32.5% 

Not Inc. as % 

Con. N.I. 

15.91 

17.5% 

22.6% 

29.3% 

35.4% 




Income from 

Masters Florida 


Sales 

$665 

$ 1,839 

$ 1,256 

$605 

$301 

Gross Profit 

253 

557 

362 

173 

91 

Net Before Taxe 

s 66 

, 91 

35 

12 

7 

Net Income 

47 - 

64 

27 

8 

5 







Sales as % Con. 






Sales 

Net Inc. as % 

5.0% 

14.0% 

11.2% 

7.4% 

4.1% 

Con. N.I. 

8.9% 

14.2% 

9.0% 

3.9% 

2.2% 




Income from 

Masters Combined 


Sales $2 

#535 

$ 3,934 

$ 3,482 $2 

,350 

$2,699 

Gross Profit 

866 

1,190 

1,003 

673 

815 

Net Before Taxes 

20 0 

217 

136 

98 

141 

Net Ihcome 

131 

143 . 

95 

68 

86 

Sales as % Con. 




. 


Sales 

• 19.2% 

30.0% 

31.1% 

28.7% 

36.64 

Net Inc. as % 






Con. N.I. 

24.8% 

31.7% 

31.6% 

33.2% 

37.6% 


Qualified Audit 


33 










t 


PROSPECTUS 


145A 

230,571 Shares 


>rA / 3-5 MASTERS, INC 


f t cV, 


Common Stock 
(Par Value $1.00 Per Share) 




Of the shares offered hereby 130,571 shares are being offered for the accouii^of the Selling Share¬ 
holders named herein under the caption "Selling Shareholders” and the remainder are being offered for 
. the account of the Company. The Company will receive no part of the proceeds of the 130,571 shares 
being oJercd for the account of the Selling Shareholders. 

There has been no public market for the Common Stock of the Company prior to this offering. The 
price at which the shares are offered hereby has been determined by negotiation among the Compatty, 
the Selling Shareholders and the Underwriter. 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES 
AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON THE 
ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION 
TO THE CONTRARY IS A CRIMINAL OFFENSE. 



Price to „ 
Public 

Underwriting 
Commissions 
and Expenses(l) 

Proceeds to 
Compuiy(2) 

Proceeds to 
Selling 

Sharcholdert(2) 

Per Share . 

S 16.00 

*1.43 

*14.57 

*14.57 

Total (3) . 

Minimum 

*3,689,136 

Maximum 

*4,089,136 

Minimum 

$331,576.56 

Maximum 

$365,576.56 

Minimum 

*1,446,000 

Maximum 

*1,812,000 

*1,911,55944 


(I) Include* 5347,576.56 (51.36 per share) cash commission and an estimated $18,000 (5.07 per share) reimbursement 
of ei pen set of the Underwriter, based on the exercise by the Underwriter of his right to purchase an additional 


25,000 shares as described below. 

(2) Before deducting additional expenses payable by the Company and the Selling Shareholders, estimated at $49,494 
and $ 20,000 respectively. 

(3) The minimum amounts shown above are hated on the assumption that the right of die Underwriter to purchase 
an additional 2S,inn> shares as described below, still not be exercised and die maximum amounts on the assumption 
that such right will be exercised in full. 

In order to cover over-allotments, if any, the Company has granted to L. M. Rosenthal & Company, 
Inc. (the “Underwriter”) the right to purchase, at the same price as the initial 100,000 shares of Common 
Stock to be purchased from the Company, a maximum of 25,000 additional shares of Common Stock, 
which the Underwriter will offer hereby at the public offering price indicated above, if such right is 
exercised. Such right expires June 12, I960. The Underwriter may realize substantial additional under¬ 
writing compensation which is not disclosed above (see “Over-Allotment Option" under the caption 
"Introductory Statement”). 

Pursuant to an Agreement dated April 9, 1968, officers and employees of the Underwriter purchased 
for investment on February 20, 1969 an aggregate of 55.000 shares from certain of the Selling Share¬ 
holders at a price of S10.50 per share (see the caption "Transactions with Management”). The officers 
and employees of the Underwriter mav realize profits on sales of the 55,000 share* of Common Stock 
purchased by them in addition to underwriting commissions. The Company will be required to bear 
the expenses of post-effective amendments to cover the resale of such shares by such persons. 

The Common Stock is offered by the Underwriter subject to prior sale and when, as and if issued, 
delivered and accepted bv the Underwriter, and also subject to the approval of legal matter* by counsel 
for the Underwriter and for the Company. Right is reserved by the Underwriter to reject orders in 
whole or in part. It is expected that certificates for the Common Stock offered hereby will be ready fir 
delivery on or about May 20, 1969. 


L. M. Rosenthal & Company, Inc. 

The date of this Prospectus is May ’3. 1969. 
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230,571 Shares 

Masters, Inc. 


Common Stock 

($1.00 Pur Value) 


Transfer Agent: 
Security National Bank 


Registrar: 

Franklin National Bank 


INTRODUCTORY STATEMENT 

Masters, Inc. (the “Company”) was organized as a New Y<<rk corporation in 1937. Its present 
business is the result of a merger in 1967 between Lady Rose Stores, Inc. (“Lady Rose'’), an operator 
of leased departments for the sale of ladies' and children's apparel which was founded in 1925, and 
Masters. Inc. which has been engaged ut the aeration of retail discount stores since its inception. 
Although it retains the cor|>oratc name of "Master.*. Inc.", the Company is now controlled by meml>ers 
of the Biblowitz family who were formerly the principal shareholders and officers of Lady Rose and who 
assumed control of the Company in 19>.v The Iiihlowitz family controlled both the Company and i.^dy 
time of the merger in 1967 (See "Transactions with Management"). The Company operates 
four retail department stores in the Metropolitan New York City area, 20 leased departments in other 
stores and three separate shops for the sale of apparel item*. 

At the time of the merger of I-ady Rose into the Compuni in 1967. all of the outstanding stock of 
I.ad\ Rose was owned by members of the Biblowitz family. As a result of the merger, they received 
494,261 shares of the Company’s Common StRck, representing 81.5% of the then outstanding Common 
Stock, and 1.7.-0 shares of the Company's ?% Convertible Preferred Stock, representing all of the stock 
of such class. The shares of Preferred Stock arc convertible into an aggregate of 494.261 shares of 
Common Stock on and after heuruary I, 197.> and the holders of the Preferred Stock have entered into 
an agreement to convert such stock at such date. 

Members of the Biblowitz family now own approximately 72 3% of the outstanding Common Stock 
of the Company. Upon completion of this offering they will own approximately 44 4% and, assuming 
conversion of the outstanding Preferred Stock owned by them, they would own 67.3% of the shares of 
such class. 

In 1963, Masters, Inc. filed a petition for an arrangement pursuant to Chapter XI of the Bankruptcy 
Act. A Plan of Arrangement involving a change of management and control of the Company was 
accepted bv its creditors and approved by the Court. The Company operated under this Plan until 
April 1967. (See “History and Business of the Company".) 

In the past the Company lias paid no dividends on its Preferred Stock or its Common Stock. Any 
future dividends will depend upon earnings, the financial condition of the Company and other factors. 

The minimum aggregate annual rentals payable by the Company under its existing leases is 
$2,065,900 including all leases for properties which are not yet being utilized by the Company. Certain 
of the leases provide for additional payments based on a percentage of sales. In the fiscal year ended 
February 1. 1969 the Company paid $I.8A<,029 in lease rentals, of which 5308.997 was attributable to 
additional payments in excess of the minimum rents. 
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HISTORY AND BUSINESS OF THE COMPANY 

Since the merger of Masters, Inc. and Lady Rose in 1967, the Company has operated as two closely 
allied and integrated divisions, the “Masters Division" and the “Lady Rose Division". The Masters 
Division has been operating as a retail distributor of a variety of hard and soft goods since 1937. The 
Lady Rose Division has been operating since 1923 as a retail distributor of ladies’ and children’s garments. 

In January 1963, Masters, Inc. petitioned for an arrangement with its creditors under Chapter XI 
of the Bankruptcy Act. In April 1963, a group which included Lady Rose Stores, Inc. (“Lady Rose”) 
purchased control of the Company from the Estate of Philip Masters, the founder of the Company, 
y and from his descendants. At that time, Mr. Louis Biblowitz, the President of Lady Rose, became 
Chairman of the Board and Chief Executive Officer of the Company and the members of the Biblowitz 
V family assumed control of the Board of Directors. The Company then negotiated and entered into a Plan 
of Arrangement with its creditors which was confirmed by the Court. The Company fulfilled all of its 

obligations under the Plan of Arrangement and in April 1967 the Plan was terminated so that the 

Company no longer operates under Chapter XI. 

In 1966 the Company sold three stores which it had been operating in Florida at a loss. Two 

of these stores had been opened in 1964 and the third had been opened in 1962. 

Sales of the Lady Rose Division in the Company’s fiscal year ended February 1, 1969 accounted 
for approximately 61% of its total sales. The profitable operations reflected in the consolidated state¬ 
ments of income result primarily from the inclusion on a pooling of interests basis of the profits of the 
Lady Rose Division. 

i 

Operation! of Masters Division 

The Company’s Masters Division operates four discount stores known as "Masters” and located in 
the Metropolitan New York City area. The stores are all of the self-service type popularly known as 
"discount stores” and sell a wide variety of merchandise, including major appliances such as refrigerators, 
freezers, television sets, radios and phonographs, and housewares, luggage, cosmetics, toiletries, giftware 
and photographic equipment. The Division itself does not sell apparel or other soft line goods, although 
certain of these items are sold by operators of lease departments in the Masters stores. The Company’s 
policy is to sell nationally advertised and other brand name merchandise at a low markup. Sales are for 
cash only except that the Company honors several credit plans under which the Company receives payment 
within thirty days fcr vouchers submitted to the operators of the plan. The costs of such plans range 
between 2}4% and 3% of the total charge sales. No deliveries are made with the exception of major 
appliances and other bulky items. Generally, seconds, irregulars, factory rejects or similar merchandise 
is not sold. 

The Company purchases its merchandise principally from wholesale distributors although it also 
purchases some items directly from the manufacturers. No more than 2% of the sales of the Masters 
Division are derived from products sold under Masters private brands. 

Major appliances accounted for approximately 25.5%, 21.4% and 18.9% of the total sales of the 
Masters Division during the Company’s 1967, 1968 and 1969 fiscal years. No other single area of 
the Division’s sales accounted for more than 9.6% of such sales during those years. 

8 
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Incorporated 




135‘21 38th Avenue 
Flushing, N. Y. 11354 
Tel. 359.5700 (Code 212) 


aZ- 


August 24, 1966 


TO OUR SHAREHOLDERS: 


of your Company for 'I'ltlZ 

to, J *?«: T? th “ * i * 11 * «»•« fi.c.1 P .;“d ™„”;. l fr« 
iZ It It r January 29 » 1966 - Hereafter, the annual fisLl^r- 

E — 1 « •* — ----- 

offlcei^end 11 ” lted ex'cuUve 

proposals to do go. «torea, since we had received several 

^ ® wiultj £n July of this vcaf 

by*rea«on "“thri^*" - B ° d<ml,t y °“ *“«» —re of thl. 

y son of the write-ups appearing In various news media. 

i. In a good working capital ^ CO " P *" 3, tod<ly 

"»’«« SSIrSuow'hlSr 

ssm tir< SA'ts.SSF ~ K&sr- 

e liquidated within the course of the next fifteen months. 

prove our 8 f)m 4 n 4 ak..»i Continued effort has been made to im- 

tlon automated equipment whicIThls iLro* d^* l ? Stallcd and ln °P er *“ 
dlse controls Your ha * iB P roved our inventory and merchan- 

.tin. oT^tlX 1 °! " ue t0 have •• thelr — 1 limit* 

the volume of ,.lf, of the cLpX * tr ° n8 t# lnc —' 

we anticipate will Coo P* n y' s efforts in the future, 

poaltlon In the merdjSuUg f£^“ y *° COnUnue *° ,t * blll « — 

Respectfully submitted, 

MASTERS INC. 


LB/mb 

ENCL. 
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QUALIFICATION’S OF 
business address: 
home address: 
education: 

military: 
business: 
director: 


member: 

speaker: 

research reports 


LEONARD MARX, OF. 


415 Madison Avenue, New York, N.Y. (21st floor) 

Orienta Point, Mamaroneck, N.Y. 

B.A. Yale University 1954 

M.B.A. Harvard Graduate School of Business Administrate 
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Governor's Island 
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Vice-President New York Securities specializing i n 
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New York Society Security Analysts 
President 1970-71 Real Estate Analysts Group 


A.M.r. seminars, NYSSA luncheon 
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SUMMARY 

I believe that an independent Board of Directors of Masters would 
have insisted on and obtained a 50% interest in the merged companies. 
However, to be conservative I have placed a value of $3 million on 
Masters and $3.35 million on Lady Rose. The $3.35 million valuation 
of Lady Rose includes its 15.1% interest in Masters at its book cost 
of $80,000 (this excludes the $80,000 in subordinated convertible notes 


which were deemed fully paid upon the merger.) In the table below i 
have increased the valuation of Lady Rose by $370,000 which is the 
difference between its bock cost for the Masters stock and my appraised 
value of its interest in Masters. In my opinion a final figure of 38% 
for the public shareholders of Masters would have been acceptable to 
Lady Rose and the merger would have been consummated on those terms. 


Valuation Masters $3,000,000 

-15.1% owned by Lady Rose -450,000 

$2,550,000 


Total: $6,720,000 

Masters public shareholders2,550,000 

38% 


Valuation Lady Pose $3,350,000 
+ market value of 
Masters’ holdings 
in excess of cost +370,000 

$3,720,000 


The appraisal is made as of November 15, 1966, the date of the merger 
agreement between the parties. 
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EVALUATION OF LADY ROSE STORES, INC. 


In November 1966 Lady Rose had 275 fulltime employees operating 21 retail 
ladies wear units of which 4 were individual stores and the rest were 
leased departments in discount department stores with the following 
landlords: 

3 - Masters 

2 - Whites 

3 - Bargaintown USA 

• 5 Billy Blake 

3 - Times Square 

The units were all in the metropolitan New York area (except for 2 Puerto 
Rican locations which were low volume units that did not contribute to 
profits). While Lady Rose had a reputation as a good operator, it was 
not in any units operated by the major discount department store chains. 
Lady Rose was privately owned, so that there was no market evaluation of 
the common stock. Based on the income statement for the 4 fiscal years 

« 

ending February 28, 1963 through 1966, Lady Rose's operations are comoarabl 
with other leased department operators who were publicly owned: 




Revenues 

Annual 

Net 

income/ 

company 

Units 

(000,000) 

growth 

Sales 

Equity 

American Snacks 

£195 

» $ 9.2 

16% 

4.2% 

32% 

Barbara Lynn (ladies 



wear) 

66 

26.7 

50 

3.4 

23 

Day1in Drug (pre 





DISCO acq.) 

125 

36. 

70 

3.2 

24 

Hardlines 

118 

32.3 

13 

3.7 

26 

Gateway Sporting Goods 

370 

37.. 3 

20 

2. 

13 

Gilbert Shoe 

78 

12.3 

22 

2.2 

19 

Holly Shops (pre 





Kressge aca.) 

170 

48. 

25 

3. 

10 

LADY ROSE 

21 

13.1 

17 

3.4 

18 

Marrud Drug 

306 

78.2 


def 

cef 

Morse Shoe 

468 

91.7 

* 14 

5.8 

23 

Morton Shoe 

140 

28.6 

5 

3.2 

20 

Rockower men's wear 

43 

15. 

20 

3. 

19 

Spencer Shoe 

119 

23. 

1.5 

7 

Unishops mens wear 

200 

68. 

15 

5.2 

31 

Volume Merchandise 

• 



ladies wear 

234.. 

48.6 

29 

2.6 

16 
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By the fall of 1966 most of the better managed larger ladies ready-to- 
wear chains {with the exception of Lemer Shops and Petrie stores) had 
realized that they could not compete for choice locations in shopping 
centers, and that their future was as a leased department or operator of 
a discount department store chain. Over the years the discount stores with 
good management were gradually absorbing their leased departments either 
by acquisition or more often just by not renewing the short-term leases 
and operating more departments themselves. Zayre's was originally a retail 
store operator and phased out its Bell Shops and Nugents units as it opened 
more of its own department stores. Similarly Gaylord's curtailed its 
Betty Gay units and concentrated on its Gaylord's department stores, so 
that by the summer of 1966 it had 30 Betty Gay units accounting for 22% of 
sales and 11 discount department stores accounting for 77.8% of sales. 
Similarly Franklin Shops with its Barker discount stores. Mangel's with 
its Shopper's Fair. Diana Stores still had 230 retail specialty shops, but 
80% of its $137 million volume came from its Miller, Great Eastern, and 
Gulf Mart discount department stores. Virginia Dare had almost all its 
$96 million volume from its Atlantic Mills discount stores and few of 
its specialty stores remained. The old line variety chains were embarked 
on a similar course: Neisner with its Big N; Fishman with Masons: and 
Krcssge with K-Mart. As were the supermarkets: Food Fair with J. M. Fields; 
Stop & Shop with Bradlees; Cook Coffee (Pic-n-Pay) with Ontario and Uncle 

Bills; Borman Foods with Yankee; Grand Union with Grandway; and Lucky 
With GEMCO. 

The new retailing chains which were built rapidly with leased 
department locations saw the handwriting on the wall and were trying to 
acquire their own department stores which they could operate and control 
the lessees. Unishops, Barbara Lynn, and Spencer Shoe were among the 


- 4 - 








157 A 


lessees who followed this course. Others such as Gilbert Shoe were trying 
to attain an identity and unit of their own with free-standing highway 
stores and had 10 of these units as well as 66 leased shoe departments, 
similar to what Melville (Thom McAn) and the Kinney division of Woolworth 
were doing. Morse Shoe had not yet started to look for free-standing or 
shopping center locations, but it was pretty well known that its largest 

landlord, Zayre's - would operate its own shoe departments when the 

* 

Morse leases expired. These were the reasons why these stocks sold at 
such low multiples of earnings and book value even though they had exhibited 
above average growth during the past few years. Morse for example had 
increased revenues during the past decade from $ 8.9 million to $91.7 
million, and net earnings had increased every year from $80,000 in 1957 
to $5.3 million in 1966. Yet the stock sold at 8 times earnings in late 
1966 and the average price/earnings multiple during the 1963 - 1966 period 
was not much over 8 times according to the Value Line Investment Survey. 
Standard & Poors shows a range of 5 - 11 times earnings during this 
period for Morse. 


Comparative Statistics 1966 (000,000 omitted) 


Company 

Pre-tax 

net 

equity 

revenues 

Market 

Value 

Price/ 

Famines 

Market/ 

book 

American Snacks 
Barbara Lynn 

$ .53 

1.23 

$ 1.22 

3.54 

$ 9.2 

26.7 

— privately held 
$ 5. 6 x 

1 . 2 x 

Daylin Drug 

1.7 

4.2 

36. 

11 . 

10 

2.7 

Gateway 

1.38 

6.34 

37.3 

9. 

9 

1 5 

Gilbert Shoe 

.4 

1.42 

12.3 

1.8 

7 

1.2 

Hardlines 

2.1 

4.75 

32.3 

8 . 

7 

1.7 

Holly Shops (1964) 

1.8 

4.7 

48. 

11.2 

8 

2 . 4 

LADY P.OSE 

.7 

2.5 

13.1 

— privately held 


Marrud (Chapter XI) 

-5.94 

1.4 

78.2 

1.8 

* — — 

1 .3 

Morse Shoe 

7.94 

19. 

91.7 

43. 

8 

2 . 3 

Morton Shoe 

1.75 

4.5 

28.6 

8 . 

8 

1 7 

Rockower 

.8 

2.5 

17. 

4.5 

10 

1.8 

Spencer Shoe 

.51 

4.6 

23. 

4. 

11 

. 9 

Unishops 

5.6 

11.4 . 

68 . 

22 . 

8 

1 9 

Volume Merchandise 

1.8 

7. 

48.6 

9. 

7 

1.3 
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Lady Rose is the smallest and least geographically diversified 
of the companies in the above table. Since its growth rate and return on 
invested capital is equal to the better companies we would use a multiple 
of 7 times earnings, which would give a valuation of $3.2 million based on 
fiscal 1966 earnings, or $3.7 million based on estimated fiscal 1967 
earnings (year ending February 28, 1967 on which we have used $550,000 
after tax net). This would be 1.3 - 1.5 times book value which compares 
with the numbers shown on the above table. 

I have analyzed a number of other statistics such as working 
capital, total assets, inventory turns, revenues per share, etc. but have 
found that the only common denominator appears to be net after tax earnings 
per share. This is because at that time all the companies were enjoying 
normal profit margins. Where a company's margins were depressed (i.e. 
Marrud) the market then looked at the leverage — the amount of revenues 
controlled and actual book value adjusted for inventory revaluations. 

The other test besides market prices of the stocks of related 
companies is to study mergers and acquisitions of related companies 
during this period. While many companies were anxious to buy discount 
department stores, there v;ere few acquisitions of lessees or specialty 
store operators. Volume Merchandise acquired some such as Retail Jenny 
Shops but these were at less than book values. Kresge acquired its 
sporting goods lessee Dunham for 19,464 shares worth $1.1 million in 
December 1965, and its ladies wear lessee Holly Shops in December 1964. 

At the time of the merger Holly operated 75 retail stores and 
95 leased departments of which 46 were in Kresge's K-Mart units. Holly's 
sales had climbed from $16.2 million in 1960 to $52 million for the 12 

- 6 - 
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months ending October 1964. Earnings had been more erratic, but had more 
than doubled to $811,000 for the fiscal year ending January 31, 1963. 

For the 9 months ending October 1964 net earnings were $980,000 vs 
$198,000 the previous year. Hollv had working capital of $3.8 million 
assets of $11 million and only $.^million in debt. Kressge acquired 7 
Holly for 238,165 shares which had a market value of $11,194,000. 

Kressge exchanged 4 of its shares for each 8.5 shares of 
Holly, held by the public, and 4 shares for each 9.6 shares of Holly 
held by its board chairman and major stockholder, George Goodfriend. 

So the major insider got 12% less than the public. 

Kressge bought Holly after carefully studying the firm and 
working with it in the K-Marts. Kressge was just beginning to expand 
its K-Mart operations and wanted to acquire merchandising managements 
that could grow internally with K-Mart and offer it the skills in fields 
which the variety chain had historically not been in. Note also that 
Duff, Anderson & Clark were retained to evaluate the fairness of the 
Kressge-Holly merger and had never worked for either party previously. 

Woolworth took a different approach in its Woolco units so 
that instead of acquiring Rockower it brought Richman Brothers in as 
another lessee since Rockower could not expand fast enough to handle 

all the Woolco Units and Woolworth wanted to be able to compare two 
operators. 

In July 1966 Zayre's acquired Hardline Distributors which 
operated 82 leased departments in Zayre's urits and 36 departments in 
other discount chains, including Gaylords, Diana, Shoppers World in Rhode 
Island and Masons. Zayre's had notified Hardline in 1966 that they would 
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not renew the leases in 1970. The Hardline proxy statement issued 

in July, 1966 for the merger of Hardline into Zayre stated: 

"The management of the Company gave particular 
consideration to the fact that ... Zayre had 
indicated that these leases would not be renewed 
after the expiration in January 1970." 

Zayre's issued 463,636 shares of preferred stock paying a 75;* dividend 

which was convertible into .375 shares of Zayres, plus $850,000 in 

cash. The major stockholders of Hardline who held 400,000 of the 

700,000 shares outstanding received .41 shares of Zayre preferred 

and $2.12 in cash for each share of Hardline — and did not receive 

the initial $1.00 of dividends, plus they picked up about $30,000 in 

expenses connected with the acquisition. The public shareholders 

received one share of Zayre preferred for each Hardline share. 

Allowing for a premium on the preferred over its conversion value, 

the merger had a value of $8 million. Hardline had a book value of 

$4.75 million, working capital of $4.8 million, assets of $9.1 million, 

and cebt of only $.6 million. The price was 6.7 times earnings with 
the following record: 

Hardline Distributors <000,000 omitted) 

year ending 

Sales 
Pre-Tax 
Net Income 

# of units 
(end of year) 

Lastly the analyst would go behind the reported numbers for Lady Rose 
to see if any adjustments were needed, particularly for events that 


1-63 

1-64 

1-65 

1-66 

$19.42 
. -48 

.29 

$24.28 

1.16 

.94 

$28.76 

1.90 

1.10 

$32.27 

2.09 

1.20 

* 86 

102 

104 

114 
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had transpired since the end of the fiscal year and hence would be 
omitted from the audit. In July 1966 Zayre purchased the 3 Miami 
stores of Masters and terminated Lady Rose's leased departments in 
these 3 units. That kind of risk explains why the stock market was 
reluctant to place a normal price-earnings multiple on this type of 
operation. On termination of its Florida leases. Lady Rose did not 
receive a premium over its book cost of its inventory and fixtures. Since 
lady Rose did not have an active expansion program where it had executed 
leases for new locations to replace those units, I believe this volume 
should be deleted in estimating Lady Rose's fiscal 1967 (and future 
years) volume, profits, and growth potential. 



Lady Rose Income 

Statement (000 

omitted) 



2-28-63 

2-29-64 

2 ; 

•28-65 

2-28-66 

reported sales 
- 3 Miami units 
recurring saJes 

$7,381 

-301 

“777380 

$8,177 

605 

7,572 

$11,194 

1,256 

“57578 

$13,182 

-1,839 

11,343 

gross profit 
- 3 Miami units 
recurring g.p. 

$2,455 

-91 

TT'364 

$2,559 

-173 

"TTTeZ 

$ 

3,385 

-362 

3,023 

$ 4,099 
-557 
3,542 

net income 
- 3 Miami units 

$ 229 

-5 
224 

$ 205 

' -8 

$ 

-d. 

301 

-27 

$ 452 

-64 


197 


274 

388 


The projections for the fiscal year ending in early 1967 that we used 
were for about a $100,000 increase in net. Eliminating the $45,000 
in net income from the Miami units which had been sold prior to 
November 1966, I would use a projected net income of $500,000* which 


1 unaudited quarterly and semi-annual figures normally have little 
significance in the retailing field. 
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would reduce my maximum valuation to $3.5 million for Lady Rose. 
Furthermore, the leases in the Masters stores expired in January 1967. 
The Elnsford and Flushing units were two of Lady Rose’s best department 
revenues $746,000 and $919,000 and with pre-tax margins cf 7%. 

Lady Rose was paying Masters S.5% of sales as rent, yet for the other 
larger operators that we studied the average rent was 10—11%: 

Average 1966 occupancy costs 


Barbara Lynn 

10 . 

4% 

Gilbert Shoe 

10 . 

6 % 

Morse Shoe 

11 . 

% 

Morton Shoe 

11 . 

% 

Volume Merchandise 

10 + 

% 

Marrud 

10 . 

% 

Fockower 

11 . 

% 


Rockower leases for the men’s wear departments in Masters had recently 
been renewed at 10%. In my opinion Lady Pose would have paid 1.5-2% 
higher to renew the leases, which on $2 - 2.1 million of volume 
would be $30-40,000 per year added rent. Based on Lady Rcse’s historic 
33% federal income tax rate, this would be a minimum of $20,000 after 
taxes. Thus our adjusted net income for Lady Pose would be S365,000 
in fiscal year 1966 and a projected $480,000 in fiscal year.1967. 

Based on a maximum price-earnings multiple of 7 this would gi re a value 
of $3.35 million. I think this is a generous multiple ir. view of the 
size of the company and its very limited marketability in addition to 
the other factors considered above. 


- 10 - 
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EVALUATION OF MASTERS, INC. 

In November 1966 Masters operated 4 discount department stores with 
196,700 square feet of space doing an annual volume of $18 million, or 
592/sq.ft, of total area and $120/sq.ft. of selling area: 


lease 

location expiration 

square 

sales 

feet 

total 

sales 

(000) 

rent 

(000) 

rent 

cost 

Manhattan, W 48th 
between 5th and 
6 th Aves 

4-72 

17,210 

22,913 

$3,835 

$75.6 

2 .0% 

Westchester, route 
9A Elmsford 

10-73 

49,525 

62,100 

• 

5,233 

94.8 

1 .8% 

Lake Success - 
New Hyce Park, 
Union Turnpike 

2-74 

38,965 

54,300 

4,273 

97.4 

2.3% 

Flushing, Main St. 

1-77 

46,350 

57,400 

4,676 

64.8 

1.4% 


The stores were all in the New York metropolitan area where Masters was 

the original discount operator since before World War II and had a well 

known name and good consumer acceptance. Advertising expenditures of 

$650,000 covered all the units and ads in one paper (The Daily News) 

reached the majority of the trade area. Central office expenditures of 

$500,000 were adequate since all the units could be easily reached by 

car in a day for supervision. Volume per foot compared most favorably 

with other discount department stores, and the rental costs were also 

very favorable compared with other chains. In the fiscal year ending 

May 1, 1965 Masters was operating 7 units with a volume of $30 million 

and had a pre-tax profit of $79,212. In fiscal 1966 on the same volume 

a loss of $259,737 was reported with the same units. The 3 Miami units 

were sold to Zayre's in July 1966 for $1,897,816 cash. These units 

had lost $8,354 in fiscal 1965 and lost $256,515 in fiscal 1966. By 

eliminating the revenues and lossof these uni£s Masters would have shown 
faJS - +j- aloFJ tfASV.coo , ctf/7 

a profits of $3,222 in fiscal 196 t n-e . in the 3 month period 

ending July 30 1966 Masters showed a loss of $45,424 vs a loss of 

$150,626 for the same period of the previous year. The 3 Miami units 
__ - 11 - 
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had an operating loss of $114,434. Subtracting this loss meant the 
remaining 4 NY stores had a profit of >65-9^ since these ware the 
last figures available at the time I would conclude that the remaining 
Masters units v/ould at least break even for the fiscal year. I canr.ct 

l 

accept this breakeven as being indicative of v/hat the management (who 
were highly regarded merchants) could do with these 4 units under regular 
operating conditions: for example, net sales in operated departments 
were $12,836,000 with a cost of goods sold of $10,404,000 or 812. Zhe 


normal margin would range from a low of 712 for King's department stores 
to a high of 76% for Arlens, Times Square, Giant, and Zayres et al. 

The reduction in 5% would increase pre-tax profits by $640,000. 

Income from leased departments was $499,500 on sales of 
$5,182,000 or 9.65%. This should run 11% based on experience cf other 
discount chains. For the 4 previous fiscal years Masters income from 
lessees had been much higher, which causes me to believe the numbers 

furnisr.ed shewed income from this category $100,000 below what could be 
expected: 


Fiscal year 


1963 

1964 

1965 
1566 
1967 e 


Leased 

Department ^ 

Sales 

Rental 



(000) 


$8,136 

$ 834 


7,127 

846 


8,330 

1,072 


8,624 

1,076 


5,182 

500 



percentage 


-H ) ,- 3- % ?.3 Gds? 

9 

- 12 t» 8 2 

9.6 


7^ 

Throe of the concessionaires had either renewed or entered into 


lease; 


as/i 


that increased percentage rents to Masters to take affect in the next 
fiscal year: Perry's Shoes, 'te-rri-1 arid P.ockower men's and 

boys wear. Pockower increased its percentage fren 8.5% to 10%, which is 
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man at P.ockower 


particularly important since Herbert Kurtz, the #2 
Brothers served on the Masters' Board of Directors. 

I feel that the elimination of the Miami units, change in 
management, renegotiation of leased department leases, and strong 
financial condition of Masters after the Miami sale and cash received 
from Zayre's, indicates at least a breakeven operation currently, and 
a projection of at least $400,000 pre-tax once these changes took 
effect. Thus Masters numbers would be as follows: 

$18 million revenues 

• 4 " projected pre-tax 

" working capital 

1*7 11 stockholders' equity 

• 4 " long-term debt 


Comparison of Masters With Other Discount Operators: 


Company revenues 


(0"00,OOOT 


Arlens $200 
Atlantic Mills 135 
Caldor 70 
Clarkins 21 
Community Discount 43 
Family Bargain 29 
Fed Mart 95 
Gaylords 45 
Interstate 505 
Kings HO 
Korvette 780 
S. Klein 166 
Mamouth Mart 36 


working capital/ 

shareholders 

Pre-tax 

revenues 

equity/revenues 

Margins 

4.% 

12 % 

11 % 

8 

10 

2 . 

9.2 

10 

5. 

2 

2 

2.5 

5 

13 

3. 

9.5 

12 

5.7 

7.6 

10 

1 . 

7 

8 

3.6 

' 8 
ll 

12 

18 

3.5 

6 . 

6 

9.2 

2 . 

5 

5 

.6 

9 

12 

5.7 


MASTERS 


18 10 


10 0 - 2 . 


Miracle Mart 

42 

Nat. Bellas Hess 

178 

Shoppers City 

35 

Vornado 

334 

Zayres 

347 

Floyd Bennett 

35 


def 

7 

1.6 

9.3 

10 

def 


def 

def 

6 . 

2 . 

3 

3.5 

15 

4.3 

10 

4.2 

3 

def 


The above indicates 


that Masters 


now 

was/adequately 


capitalized. 


on the basis 


of working capital to revenues and shareholders' equity to revenues. 

The working capital did not decline by the sale of the 3 Miami stores, yet 

there was a decrease in revenues by one-third and a decrease in number of 
units from 7 to 4 . 
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The table below relates the market values of the outstanding ' 
shares for publicly traded discount department store chains, and the 
acquisition value where the company was acquired by another chain: 


Table of Comparative 

(000 

market or 
acquisition 


company 

value 

Atlantic Mills 

21 . 

Shoppers World 

4.5 

DISCO 

2 . 

Floyd Bennett 

2 . 

G • E • S • 

2.1 

Charles 

1.1 

Ontario 

3.5 

Shoppers City 

4.5 

Miami Masters 

1.9 

Town & Country 

.63 

Gulf-Mart 

2.1 

Great Eastern 

4.6 

Clarkins 

2.4 

MASTERS 

Caldor 

30. 

Family Bargain 


Fed Mart 

10 

Gaylords 

7 

Kings 

40 

Korvette 

100 

S. Klein 

10 

Mamouth Mart 

Nat. Bellas Hess 

15 

Twin Fair 

13 

Zayres 

90 


igures for Discpunt Chains 
000 ) 



net 

book 

growth 

revenues 

income 

value 

rate 

135 

1.8 

13.6 

Ot 


.4 

.8 



.14 

.1 


35 

-.3 

.9 

0 

25 

.27 

.84 

15 

30 

.4 

1.23 


35 

.4 

1.02 


12 

-.26 

2.4 


5 

.07 

.16 


18 

.2 

1.13 


25 

.2 

2.17 


21 

.3 

.37 

8 

18 

.25 

1.7 

0 

70 

1.6 

7. 

35 

29 • 

.9 

3.4 

5 

95 

.4 

10 . 

13 

45 

1 . 

3.7 

15 

108 

4.1 

19. 

15 

780 

8 . 

72. 


166 

.7 

8.3 

10 

36 

1 . 

4.4 

30 

178 

1.8 

11 . 

9 

28 

1.4 

5.6 


347 

8 . 

36 

20 


14 - 


net 
earnings / 
equity 


14% 

50 

def 

32 

30 

40 

def 

44 

18 

80 

d-14 

21 

27 

4-10 

27 
22 

15-8 

d-9 

30 

d-16 

28 
22 
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The following acquisitions 


opartans acquired Virginia Dare which operated 49 Atlantic Kills 
discount department stores and 14 conventional ladies wear stores. 
The terms (prospectus dated 12/17/65) were $19,156,000 of Spartan 5% 
convertible debentures which were convertible at any time at $33 
per share which was the market price of Spartans at that time. 

10 u- P5 einiura , J or the conversion value, the deal was worth 
which was 155% of Virginia Dare's book value of $"»3.6 
million, and 11.5 times net earnings of $1,826,000. While Virginia 
Dare had grown rapidly and had sales of $135 million ($96 million" 
net of leased departments) profits had been erratic and 1965 net 
? as ,? ust egual to that of 1961, so that margins had been declining 
to 3% pre-tax on net sales and 2.2% on gross sales (just what I 
projected for Masters). The price was 16% of the annual revenues 


C ou umcago acquired the Great\*ay Corporation which onerated 
7 .hoppers World stores and had plans for 4 more (proxy dated 3-7-61) 
for preferred stock convertible into 80,000 Alden shares which gave 

S^fiR 1 nnn°M? 4 * 5 < m;L / 1;L0n - t0 ? reatwa y* The Company had net income of 
$368,000 (12 price/earnings); $321,000 book value (5.5 times book); 

revenues of $19 million (24% of revenues); total assets of $2,962,000 
Alden was buying the management and future growth potential. 

Daylin acquired the 7 DISCO department stores (agreement signed 6-14- 

oSnl'nnn J har ?n valued at $722,000, plus they agreed to loan DISCO 
f 1 ! , 20 years slnce the company was overextended and had a 

total book value of $84,000. The price was 8.5 times book and 5.5 to 
15 times earnings depending upon whether you add the 20 year sutor- 
cnf nnn T • t0 the sIlares in determining how much was Daid for 


quirea tne 9 Floyd Bennett units in the New York 
9-65) for 16,078 shares of $100 par 2% preferred 
$8.25. Floyd Bennett had net revenues of $16 mil 
912,000, and assets of $5,743,000. However the c 
due to weak management and expensive expansion an 
n fiscal 1965. Working capital was a minus $1,016 
traded over the counter had dropped from 10 to 4 
ut was still selling at 2 times book which the na 
11ion. Spencer was willing to pay this price in 
nd a loser because of the leverage in being able 
5 million in sales. For the first 22 weeks of 19 
1965 Floyd Bennett lost againstlloss of 

evious year. Spencer was taking a significant ri 
rung Bennett's debts of $2.1 million plus its cur 
e entire Spencer Shoe operation could be dragged— 
shareholders equity of only $4 million. 






5. 


8 , 


9 . 
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Bargaintown U.S.A. acquired the 3 c v q . 

stores for $2,100,000 cash as of FPbr^y ”ms S hip . diSCOUnt 
total revenues of $25 million and y ».u ' T he stores had 

departments, net revenues of S3 ?- . they Were "“i^y leased 
of total r,; t „u« n '' ! “i,co«»: 1 6! Price was 9t 

no new units were under con-tructfJ; n 0 ? (8times earnings) and 
(2.5 times book) and worki^ Jao^a?% 1 ?S°^n alUe Was ^38,000 
leased and total assets were $ 1 P 4 H 2 1 '' 00 68 '?£° * AU the units were 
transaction financed hv r e l! ' B T° 0, Thls was an all cash 
by the parent by 3 Subse<3 ° ent convertible debenture issue 

United Whelan sold 2 of its rharioe j,- * 

Kings in November 1965 for $1 077 3 an ? count department stores to 
70,000 sq. ft. Raleigh and 87 ooo'fi il c " h * These were the 
Carolina units. Thus Kings paid $7^0/^ ft St oJ~??& ein i Nor * h 
sales to acquire the assignment of leases *fo^‘ these Jnif s ? Sed 

departm^r s tores N on a 0ctober^ aC 196rf ^ 1 ? ?j£ ario Discount 

million ( 90,000 were contirmnn* 4 for f 10 ' 000 shares v;orth $3.5 

in the business with the smaller UnSle^iU^di Cook was already 
Ontario had revenues of <;?:> s discount units. 

of over $30 million in 1964 toriceV? IVl revenues 

$404,000 after taxes at a full 50% rate° (R^t? 065 * * E ? rnin 9 s were 
value was $1,230,000 (price 3 time* hSlvi 6 tlmes earnin gs) . Book 
debt $930,000 which ie“dd to X ^ ?5 ' 090 '°°°- and 

Of price to total revenues. P P d determining percentage 

for 129,350 shares C worth m's^ mill^' 3 Sk ty stores in late 1966 

revenues of $35 SlSS?*^'^?b- 9 ross 
of gross revenues). They earned nil nJn f *? 25 million (price 13% 
times earnings). Book value was si’oisSonfter taxes (price 11.5 
Working capital $620,000 and debt $1 6^9 000 Pri f S 4 ; 5 * rmSS book > 

return P mUU^ 11^°' “ 

»% r “.n? U in d c.^. 3 2avres^a it3 ? £: in duly 1966 for 

could absorb some of its^varheaH 31 *^ 3 ^ in the Miain i market and 
additional units. The North and^oSth*?^* 131 ? 9 burden with these 
«q. ft. stores opened in W?4 iSS 2*51 f 1 *?" 118 Were each 10 ° £000 
opened earlier. These units had ^eveSuH 31 / 1 ^ 23 Store had be ^ 
(price 16% of revenues) and w, L a °J about 512 million 

all they lacked was proper manag^n^nc^?* the Zayre ac ^isition 
for units that lost $256 512 fnr s-u- Slnc ' Zayre was paying cash 
shown a profit in any of the . r “ r endin 9 V30/66 and had not 

book value. V the previous years. The price was 77% of 
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10. In September 1961 Lane Bryant who was then a leading ladies readv 

to wear chain doing $80 million volume decided to enter the discount 
department store business by acquiring Town & Country Distributors, 
of which Herbert Clayton was the sole stockholder. The price was 
20,000 shares of stock worth $630,000. of which 5,000 were escrowed 
for up to 5 years based on future profit projections being met. 

For the year ending July 1, 1961 Town & Country had sales of $4.2 
million (price 13% of sales) and profits after taxes at a 34% tax 
rate of $70,600..(9 times earnings). It operated 5 stores in 
Lewistown, Chambersburg, Altoona, Lancaster and Sunbury, Pennsvlvania. 
Three of these units had opened in September 1960, so that at the 
time of the acquisition sales were running at the rate of $5 million 
yearly. Book value was $158,600. (price 5 times book). Like Masters 
the units were all in one trading area. By 1966 Lane Bryant had 
become less enthusiastic about the discount store business as com¬ 
petition came into the trading area, and Town & Country's activities 
were severly curtailed. 

Since Lane Bryant was listed on the New York Stock Exchange in 1961, 
there were 1,266,075 shares outstanding so the 15,000 free shares 
paid to Mr. Clayton could be easily sold, and the stock was immed¬ 
iately registered (1961 listing application SA-19940), I conclude 
that the stock was at least equal to cash in value particularly 
since the recipient could keep his low basis on the T & C stock 
cost on his Lane Bryant shares. 


11. At the same time in 1961 Diana Stores, a lower priced ladies wear 

chain with revenues of $50 million and a trend of declining earnings, 
made 2 similar acquisitions. The 322,500 shares issued were listed 
on the New York Stock Exchange shortly thereafter (listing application; 
A-20096 December 7, 1961). We do not consider the-shares readily 
marketable since only 880,356 shares of Diana were then issued.These 
acquisitions, while made 5 years prior to Masters, are quite intcresti 
to analyze since with Great Eastern, Diana was buying chiefly manage¬ 
ment, and with Tex-Mart existing stores, rather than management to 
build and run future units: 

a. Tex-Mart was acquired for 103,500 shares of Diana stock with a 
market value of $2.1 million. IN addition Diana agreed to pay 
additional consideration of up to 60,000 shares, based on 12 
times the net earnings for calendar year 1962 in excess of 
$250,000. (i.e. 15,000 shares for the 1st $250,000 of net in 

excess of $250,000) It was not expected this would be earned 
so we are making the same assumption. 

Tex-Mart operated a 42,000 sq.ft, selling area "Gulf-Mart" store 
in San Antonio with 650 car parking that opened in 1959 and had 
sales of $9,240,000 and net profits after 50% tax rate of 
$132,490. A similar 45,000 sq. ft. store with parking for 650 
cars opened in Austin the month after the Diana acquisition. 
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The San Antonio store was doing a volume of $200/sq ft nartlv 

m ?n%olt 3 fn ° f Salc *. f fc rora the supermarket 

2 b 8* Srp fL 9 k ! ZZ WhlCh ex P lains v;h y the margins were or.lv 7 
2.8% pre-tax, but the return on equity after tax a respectable 

Assuming the new store did a similar volume and profits, the 
price paid woulo be 11% of volume and 8.5 times earnincq Tho 
price was 1.8 times invested capital of $1,130,000. If the 
volume and profits were 50% of those in San Antoni the trice 
would be 15% of revenues and 10 times earnings.Dianawas 

sub?S n ? the i and and buildin gs as part of the acquisition 
subject to mortgages of $1.6 million. 

b ‘ ?eal t es^te r nf M ih^%°? erJtCd 3 d f scount of which the 

r aJ- ej catv of the 2 large ones is owned: 


location 

Route 17, Paramus, N.J. 

Route 46, Little Falls, N.J. 
Hempstead Turnpike, 

Elmont, L.I., N.Y. 


selling area parkin< 


24,000 

100,000 

135,000 


600 

2,200 

2,400 


opened 


April 1956 
Nov. 1958 
Nov. 1960 


had a r ialue a of 2 ?l'fi°°-??- reS ° f Diana and $3 °' 000 in cash which 
SIS* of $ 4 -6 Million. Great Eastern had sales of about 

f ° r the y° ar ending January 31, 1961 which onlv 
included a few months for the new Long Island store. For the 
first.haif of fiscal 1962 sales were up 130% to about $12 million 

1? d S5s nC ® ?? 1S dld , not include the Christmas season, a projection' 
of $25 million would be conservative. Net earnings for this 

orOwM ° re ta ?? a WarC ° nly up 15% ' 50 we used a $200,000' 

price'^wal thus‘ S om« 2 2?°f- earned *** P revious y ea -* The purchase 
price was thus some 23 times earnings, 20% of projected cross 

volume, and 2.2 times invested capital of $2,170,000. 

Diana was willing to pay a much higher price for Great Eastern 
because while Tex-Marts only leased departments were shoes a^d' 
liquor. Great Eastern had over half its gross sales from leased 

fn P ?hi IT '?? tS ' the acc s uisition price included a 50% interest 

1 J' nen departments, a 50% interest in the food department at 

November2?? a " d t0 qU ° te fr °'" PaSe 21 ° f the 

"The leases for the men's apparel department for the 
Paremus and Little Falls stores expire in June 1962, 
and for the Elmont store in October 1963. Diana 
intends to cwn and oeprate these departments and 
accordingly the leases will not be renewed" 


S4,too,000 not sales + $1,024,000 income from leased departments. 
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# of stores 
selling area 
price/gross sales 
net income 
book 


Unishops, who at that time was mainly operating 200 leased mens 
and boys wear departments,acquired the 3 Clarkins discount department 
stores in the summer of 1966 for 100,000 shares of stock valued at 
$2.4 million, (listing statement New York Stock Exchange May 20, 1966) 
90,000 of the shares were contingent on earnings. The stores had 
total sales of $21.5 million and net sales of $13.7 million in 
company operated departments. Pre-tax profits were $530,000 and net 
income after taxes $300,000. The maximum price/earnings ratio was 
8 times. Assets were $2.2 million, there was no debt, and working 
capital was $470,000. Volume per unit of $7 million was high and 
pre-tax margins of close to 4% plus a very high return to equity 
indicated a good operation, and the earnings would hold so that the 
contingent shares would be issued and the price of over 5 times book 
value of $370,000 was justified. 

The companies preceding Masters in the above table were acquired by 
other retail chains during this period and the transactions are described 
on the following page. The companies following Masters in the table are 
the other operating chains. I have excluded the largest chains since 
they are not comparable, but have included those operating in the New York 
area such as Korvette. 

A few footnotes are needed. National Bellas Hess operates the GEX 
membership discount stores which are similar to G.E.S.. In the fiscal 
years ending in July 1964 and 1965 the chain lost money. The stock 
steadily dropped from a price of $10 in 1961 and 19&2 to $4 in 1964 
and 1966, yet it always sold at a premium over book value. 

Caldor's earnings in 1966 dropped from $1.6 to $1.2 million, which was 
temporary and hence we have used historic ratios. 

Fed M.art was also having its problems. Earnings for the fiscal year 
ending August 31, 1966 had dropped 25*4 but the market must have antici¬ 
pated a recovery in fiscal 1967 since the stock sold at over 20 times 
earnings and never under book value. 

S. Klein which operated in the same area as Masters (plus Philadelphia 
and Washington, D.C.) lost money in the fiscal years ending January 31 
1965 and 1966, again the stock never sold below book. In fiscal 1967 
pre-tax earnings were .6% of revenues — but the market and Mr. P.iklis 
were willing to pay a premium for the leverage as evidenced by the retail 
volume controlled with a small market capitalization. 
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Based on these comparisons and the other factors considered, I would 
value Masters at $2,200,000, apart from the tax loss carry-forward. 
This would represent 12% of store revenues and 1.3 times book value 
and the working capital. 

Comparative ratios are on the following table: 

Table of Acquisition cr Market Prices to: 




Net 

Equity 

Company 

Revenues 

Income 

Value 

Atlantic Kills 

16% 

11.5x 

1.6x 

Shoppers World 

24 

12. 

5.5 

Disco 


15. 

8.5 

Floyd Bennett 

6 

def 

2. 

G • E . S . 

9 

8. 

2.5 

Charles 

12e 



Ontario 

14 

8.6 

3. 

Shoppers City 

17 

11.5 

4.5 

Miami Masters 

16 

def 

.8 

Town £■ Country 

13 

9. 

5. 

Gulf-Mart 

11 

9. 

1.8 

Great Eastern 

20 

23. 

2.2 

Clarkins 

11 

8. 

6.5 

MASTERS 




Caldor 

40 

19. 

4. 

Fed Kart 

11 

20. 

1. 

Gaylords 

16 

7. 

1.9 

Kings 

35 

10. 

2. 

Korvettes 

13 

12. 

1.4 

S. Klein 

6.5 

14. 

1.2 

Nat Bellas Hess 

8.5 

9. 

1.4 

Twin Fair 

40 

10. 

2. 

Zayres 

25 

12. 

2.5 


As of July 30, 1966 Masters had a tax-loss carryforward of $3.37 million 
which expired as follows: 

1-31-1968 $ 274,045 

1969 2,200,045 

1970 32,304 

1971 72,077 

1972 794,815 
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Based on the projected income of Lady Rose mainly, and to a lesser 
extent the income from Masters, management anticipated being able to 
fully utilize this loss. At this time Lady Rose was paying taxes 
at a 33% rate which was in line with other retailers: 

1966 tax rate 


28% 

American Snacks 

27 

Barbara Lynn 

32 

Diana Stores 

33 

Day1in 

33 

Gilbert Shoe 

33 

Morse Shoe 

35 

Rockower 

40 

Mangel 

33 

Medco 

48 

Morton Shoe 

40 

Spencer Shoe 

36 

Unishops 


While the discount department stores were paying a 45% rate on the 
average, we will use a 35% rate to be conservative. To obtain a 
present value for this future savings a discount factor of 1.5 times 
the average 1966 yield on government bonds of 4.66% is used. This 
would be 7%. We also have taken the conservative assumption that the 
loss would be used up in the year it expired. 


The following valuation is in line with that advocated by John W. Brock, 
Jr., tax attorney for Westinghouse Electric, writing in the September 1965 
issue of Taxes (Volume XLIII, pages 586 ff) and by Allan Ephraim writing 
in the Winter 1966 edition of Mergers and Acquisitions "How Much Are Ta.' 
Losses Really Worth?" 


$ 274,045 

2,200,423 
32,304 
72,077 
794,815 


x 35% 
x 35% 
x 35% 
x 35% 
x 35% 


95,916 

770,148 

11,306 

25,227 

278,185 


.935 

.874 

.817 

.764 

.715 


$ 90,000 

673,000 
9,000 
19,000 
199 ,000 
$ 990,000 


On January 25, 1967 (the day prior to the shareholder vote on the merger) 
special tax counsel for Masters was orally advised by the Office of the 
Commissioner of Internal Revenue that a formal letter would be issued 
assuring favorable tax treatment of the merger. This coupled with Lady 
Rose's current earnings and Masters'projected earnings were sufficient to 
assure that the tax loss carryforward would be utilized, and that the tax 
rate would probably be well in excess of 35%. 

While Lady Rose might not have paid $990,000 in cash for this loss 

, it was buying it for stock, and based upon the size of 
Lady Rose prior to the merger it is unlikely that the Company could have 
successfully sold stock publicly or even in a private placement. Thus 
from Lady Rose's point of view they were acquiring between $1.1 and $1.6 
million (depending upon whether we use a 33 or 48% tax rate) of future 
cash which would increase its working capital of $1.8 million by 60 to 90% 

I would value the Masters tax loss carryforward at $800,000. 
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CONCLUSION. 


In November 1966 the pertinent numbers as adjusted 
were as follows: (000,000 omitted) 


per thifi paper 





Masters 

Lady Ros 

Revenues 

$ 18. 

$ 13. 

Est. pre-tax net 

.4 

.7 

Working Capital 

1.8 

1.8 

Long-term debt 

.4 

0 

Net property 

.4 

.4 

Stockholders Equity 

1.7 

2.3 

+ value of tax-loss carryforward 

.8 to 1 

.3* 

Adjusted equity 

3750.0 

2.3 

Growth rate 

0% 

17% 

Valuation 

* using a 48% tax rate 

$ 3.0 

$ 3.35 


Our analysis shows: 

1* was a buyer's market for leased department operators, and 
they sold in the market place for a very low valuation based 
on past growth trends. The highest valuation for these 
operators was when a landlord (such as Wooico with Kinney 
and K-Mart with Holly) wanted to expand rapidly and run its 
own departments but lacked the management expertise in certain 
areas. 

2. The companies that controlled and operated the discount 
department stores sold at somewhat higher valuations (orice- 
earnings multiples) but more important it was a sellers market 
for the companies that controlled the stores and hence the 
revenues. Even unprofitable units could be readily sold to 
strong lessees who knew the stores since they operated departments 
in them (i.e. Spencer Shoes, Daylin Drug, Barbara Lynn, and 
Unishops.) 

3. Lady Rose was ready to merge with Masters now that Masters' 
losses had been stemmed and it had adequate working capital 
and almost no debt. Lady Rose was protecting 3 of its leases 

in the Masters stores, and probably would take over other leases 
in those units is they expired. With the Master's name and 
combined assets cf the new company an expansion program was 
possible with the leverage inherent as an operator rather than 
lessee. 

4. The Masters' shareholders, if they had been given the pro forma 
numbers without the losses of the disposed of Miami units, would 
have felt the stock was now a good speculation: the financial 
condition was solid; the losses had at least been stemmed; and 
proven capable retail management with a significant stock 
interest was nowat the helm. Under such conditions one awaits 
developments rather than selling out — unless the suitor makes 
a very attractive proposal. 
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5. 




In order to utilize the tax loss carryforv/ard, Masters was 
to be the surviving company, although for practical purposes 
we consider Lady Rose the acquiring company. 


Thus I conclude that an independent Board of Directors of Masters 
would not have approved the transaction unless they received a 
premium over established values. They probably would have insisted 
on and obtained a 50% interest in the merged companies, which would 
have been a 10% premium over the valuation shown on the above tabl» 
However, to be conservative, I have retained the appraisal of Ladv"* 
Pose at $3.35 million and Masters at $3 million for ourposes of the 
mergerr 


/ 


/ Leonard Marx, Jr.7 
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Leventritt Lewittes & Bender 

ATTORNEYS 

CHRYSLER BUILDING 
NEW YORK. X. Y. 10017 

bbb-aoso 

*»tA t.t 

CABLE. BEALEVEN 


December 12, 1972 


Mr. Leonard Marx, Jr. 

415 Madison Ave lue 
New York, New York 

Dear Mr. Marx, 

This will confirm the fact that v;e have retained 
you, in behalf of the plaintiffs, in Bragalini, et al. v. 
Biblowitz, et al, pending in the U.S. District Court, 
Soutnern District of New York, to prepare and give exoert 
testimony, and to assist us in analyzing expert testimony 
offered by defendants, as to the fair value* of Masters ar.d 
of Lady Rose securities in connection with the merger of 
Lady Rose into Masters. 

You will be compensated in the event of settlement 
or judgment conferring a benefit on Masters and/or the 
minority stockholders. The amount of your fee will be fixed 
by the Court. Ke will recommend $75 an hour. 

Please signify your acceptance by signing and 
returning a copy of this letter. 

Sincerely, 


M. VICTOR LCVCNTRlTT 

((•Ml-*•••) 

SiONCr ftrNOCft 
AARON CCWITTCS 

MlCHAf.L ftCMLCtINOC* 



- 24 - 


>--N, 










LAVENTIIOL. KREKSTEIN. GRIFFITH & CO. 

(COMIIIMCO <*'ITU LtHtH. AUHIMM A ro.) 



Crrtifivft 1'uhltt' Hrctiiinlunta 
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«« HtOKOn avcnuC 
**» »o««. *.». IO-J ll 


Creditors' Ccenittee 
. Masters, Ir.c. 


Cur examination of the accatpanyins financial statements for 
the thirteen veche ended October 2 9 , 1 S 55 did not Include an independ¬ 
ent verification of aeaete and linbllltlea by direct ceounicatlon or 


observation, and la therefore to be considered as unaudited. Accord¬ 
ingly, ve are precluded frm expressing and do not express an opinion 
with respect to said statements. 


January 9 , 1967 


jy, u J/JL iQ 

Certified Public Accountants 



1 QM 


«u oumia • tot Anatiit • w**«i*avo*. o c 

* orf.cts 


• C'ftl % 


. tC»i|TO«» 
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HASTTJtS, I 

BALANCE Cl CUT - OCTO 


W|WR!WiW' 


ASSETS 


Current Meets i 
Cash 

Certificate* of depoelt 
Arctur.ta receivable i 
?: vie 

:- v-1 »vle (:;ote C) 

••'■I-'..: S 
C r.-.-.rr 

JiT-l «:*!! »e Inventories 

Irr; c/j'i.in 
I.'ju. v*. * c Is ir.s 

Twtvl ourrrr.t asane 


Properties, st costt 

Fixtures, equi;*r.cr.t and leaseholds 
Leas accumulated depreciation 


C*^er Mietn 

Due iron forcer officers and others 
Security deposits 



Curr 

t 277,205 

T.' 

62,000 

Cvj 

61,209 

Ac 

203.002 

Du 

5?,055 

20,633 

2,640,Rtf 

72, Oh? 

_ '£,<±1 • 

Cu 


$3, ‘•57,505 


Cert 

. IX 

Subc 

lr 

1,165,893 Shni 

750. 205 406,608 Cc 


Ct 

St 

1 

D< 

39.170 

JLJm U.L11Q 

toiTD&Z 


(a) Includes cumulative loss of £ 226,656 as defined In the 
plan of arran«anent for period fren November 2, 1963 
to October 29, 1966 (nefer to Note 1). 


■ •AVifSiMoi. auKKirTKiix. «.iiiK(Tni » nt 




nc. 

D!H 29, 1966 

D) 

LIABILITIES A!© SKARQtOLDERS* EQUITY 


ent liabilities: 

ade payables * ♦l» , ‘93»**95 

rrent portion of certificates of 

Indebtedness (llote 2) 315,507 

crucd tore# end expenses 235, C6? 

0 to lessees 93,51'-* 

sterner o' deposits 1U,667 


Total current liabilities 

lflcotcs of Indebtedness, less current 
•rtlon sbrvn above (Note 2) 

ndlnatfd loan. Including accrued 
itereot of {.'‘*<,055 (tloto b) 

I 

•didders* equity: 

mon stock, Jl.00 par, 1 , 500,000 shares 
luthorlicd, 512,COO shares Issued 
ircl outstanding 
Lpltal In excess of par 
n-plus arising fren cancellation of 
Indebtedness 
sflclt (a) 

Less treasury stock, at eost (llote 7) 

J£2 



2 



ilMXM <KV (COffl) 0JJ03UI JO i»C&Oi 
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MASTERS, CIC. 

NOTES TO FINANCIAL STATEMENTS 

OCTOBER 29, i960 
(UNAUDITED) 


1. Cumulative operating loss 

Under the terns of the confimed plan of arrangement, in the event that 
cumulative operating lessee subsequent to November 1, 1903 exceed 3*;00,000 (before 
depreciation*and special items), the debtors are required to accelerate the unpaid 
Installment balances payable to the unsecured creditors. The cumulative operating 
loss incurred frees November 2, 1963 to Octoocr 29, 19-* - * totals $22 u,6$o (rccor to 
supplementary information, page 3). ‘ 

2. Payments under plan of arrangement 

Under the confimed plan of arrangement, the company is required to moke 
1»5 monthly installment payments of tve-thirds of one percent each with respect to 
claims of unsecured General creditors. The payments are due monthly fren February 
1931* to October i;-o7. In compliance with the terms of the plan, the company is 
continuing to male the required monthly installment payments. The amounts paid aur 
ing the period frem March 25, Ip34 to December 27, 19^3 total $1,021,4?0. 

As at October 29, 1966, installment obligations of $339,754 remain to be 
paid of which $315,507 is due within one year and $24,36? is due subsequently. 
DurinG the period frem October 30, 1933 to January 9, 1937 the company made pay¬ 
ments totaling C13®, 334 (including a prepayment of $100,OX) and purchased certain 
creditors' claims with remaining balances of $51,302 (see note 3 below). 

. / 

3. Purchase of creditors' claims 


The books of the company in&Lcaie that the balances payable on certain 
creditors' claims have been purcliascd by the company at discounted amounts as 
follows: 



Unpaid balance 
of claim 

Amounts 

maid 

Gain on 

Tjurchase 

Period ended May 2, 1934 

$ 17,130.17 

$ 3,956.40 

$ 8,173.77 

Fiscal year ended May 1, 1935 

233,933.27 

126,920.56 

no, 017.71 

Fiscal period ended 

January 29, 1933 

4,527.25 

2,709.75 

1,737.50 

Thirty-nine weeks ended 

October 2), 1933 

21,540,63 

17,0»«3.50 

4,Ii97.13 

Period fren October 30,-I966 
to January 9» 19^7 

*1.502.64 

41.270.87 

10. on. 77 

• 

&3UP33.& 

$193, 931.00 



LAVrKTItOI. KlUnCKn.lN. UHimlll % 
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MASTERS, HJC. 

• • • • 

;• MOTES TO FELAMCIAL STATE E1T3 

OCTOBER 31, 1966 
(UNAUDITED) 

Subordinated long-term debt 

• a) Subordinated long-tern debt is comprised of the following: 

9f> loan due December 27, 19^9 
Accrued interest 


0283,000 

2U.055 


The 9£ subordinated loan was obtained in ccrpliance with the terms of 
the court arpreved plan of arrangement. Interest on this loan, at the rate c. 

- C r annum, is payable in current semi-annual installments. The balance oi 2'.. rs 
postponed until the deferred payments required by the plan have been completed. Op 
♦.ions to convert these leans into common stock of the company have been granted to 
the loan holders. The lenders nay purchase three shares of the Cl.00 par value 
common stock fer each dollar of loan at the rate of *1.25 per share to December 2?, 
1966 and £2.00 per share to December 27, 1963* 


b) Series A debentures in the amount of £250,000, formerly subordinated, 
were redeemed by the company cn July 2c, IJoo tor yJ25,COO out or the F- coccus iec_- 
ised from the sale of assets located in Miami, rlorida. an addition, the cc.....ay 
also redeemed .1.2,000 of formerly subordinated Scries 3 debentures at face value 
on August 1, 19oo. These redemptions iuxve been approved by the creditors' ccrm.ittee. 


5. Restricted stork options 


On June 3, 1983, the Beard of Directors of Masters, Lnc. approved a re¬ 
stricted stock ontion plan for officers and hey employees. Pursuant to this plan, 
options to purchase 5e,000 shares of ccnccon stock at ter. cents (1C;) per share 
(representing r.ct less than ICO;- of the market value at the date of grant) were 
authorised. As at October 2?, ljJu, the options for ^,2C 0 of these shares nave 
been exercised by officers of the cerrar.y ar.d options tor 7,TOD snares were can¬ 
celled due tc the resignation of Mr. Jack Hoisen as president of the company (see 

note 7). 


The options with respect to the remaining 3,8^0 shares nay be exercised 
in equal installments on cr after December 3, 19^0 and 19^7. All ur.exerciccd op¬ 
tions expire cn June 3, 


i^\ixrimi. kiu»«ti:in. Miimi ti . »» 
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MASTERS, d:c. 

MOTES TO FEIAIXIAL STATS E.73 
OCTOBER 29, 19^0 

(u:;/uditzd) 


6. Loos on tcmination of Maai operations 

As at July 2-S, 19'', the cacp&ny terminated the operations of its three 

store sites In the Min.-.!, ric.-ida area end sold Its teng-sle “?'‘'- r L°sa^-n°'e- 
noride, L-.= . ar.d 2ayre desire Coloration ^ vl.SjT.olo ini. .re.se ..o.^ 

suited in e loss to the ecr.pa.ny oi . 501 , 0 . 1 . *° ~!.. 4jo*SS is'due on 

has beer, received fren the purchasers. The rcaair.de. o. v*00,wjo is aue on 
January 25, 1^7 *.:ith interest at the rate of 5 3A.« P«* ar-nun. *.:e aforccer.t.c.. 
bull: sale was approved by the creditors' ccrszittee. 


7. Rcsicnation of president 

On Sontcr-e- 6. 19*6, Mr. Jack Haizcn recited as president of the cca- 
peny. pu-Lkd 44,633 shares of capital stock iron Mr. Halten 

for C*09,33<3* 


UAVKNTHOU KIM KHTItlN. liWWTII * ‘V 











, MASTERS, EfC. 

r * 

CUMXLATIVE LOGS UTDEP. PLAN OF ARRA2JC3E1T 
(UNAUDITED) 



The cumulative lee to October 29, i 960 , before depreciation and 
special items excludable under the stop-loss provisions of the confirmed plan 
of arranccr.cr.t, is y 226 , 6 >-<S as follows: 


Inccr.e - period from November 2, 1963 

to January 29 , i 960 $ 72,765 

Loss - thirty-nine weehs ended 

October 29, i 960 ( 2W.122 ) 


Net cumulative loss 




1 


uavknthou Kiii'Kvmv i.iumrii * t «» 
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; MASTERS, BTC. 

• FBLV’.'CIAL TOrOITION 
(UNAUDITED) 

. In order to indicate the ehanr.es vhich have occurred In the financial 
structure of the ccn.rany for the thirteen week period ended October 29, 1$66, 
the follcvin£ su.rr.ar/ is presented: 



October 29, 
I960 

July 30, 

1906 

Increase 

(Decrease) 

Current assets 

$3,457,505 

$4, 531 *, 071 

($1,076,486) 

Current liabilities 

?. 153.07Q 

2 . 835.858 

( 682.783) 

Working capital 

1,301*, 515 

1,690,213 

( 393,090) 

Fined and other assets 


hS&M. 

19.139 


1,822,362 

2,190,071 

($ 374,509) 

Long-tcrr. debt 

331.1*22 

M^0?7 

( 84,275) 

Shareholders' equity 

vij i*90j 9’*o 

rr fs-rr-fs i 



Current ratio 

1.6 to 1 

1.6 to 1 

sxr rr r gas 



The decrease of $290,234 in shareholders' equity during the thirteen 
veek period ended Catcher 29, 19- ,J - s < * uc Followings 


Ilet loss for period 

$ 201,610 

Acquisition of capital stock 
fren Mr. Jack liaiten 

69,330 

Proceeds frerr. exercise of 

• 


restricted stock options ( 720 ) 


&2°>£3Js 


9 

Ij\v»:ntikh. kiukhtvin. tiiuii itm * »«• 
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' j MASTERS, DIC. 

• — • . 

CK/UIGSS DI WCRKEIC CAPITAL 
(UUADDITED) 



The decrease of $393,$93 in working capital ia attributable to the 
following factors: 


Application of working capital: 

llct loss for period 

Depreciation included 

Reduction in non-current certificates 
of deposit 

Acquisition of capital stock fren 
Mr. Jack Jiaisen 

Increase in security deposits 

Additions to fixtures, equipment and 
leaseholds 


$201,613 • 

23.704 $177,914 

86,397 

89,336 

22,283 

l 

21.880 $397,810 


Sources of working capital: 

Increase in r.cn-current interest on 

subordinated debt 2,122 

Repayment of employee leans ' 1,270 

Proceeds fren exercise of restricted 

stock options 720 4,113 

Decrease in working capital during period ^35*3,^98 


u\i:>7iiou kiii:khtkin. t.iiitiiru . n 
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MASTERS, n:c. 


cctahisc:: c? book m3 physical nwxnoaTeS 


(UNAUDITED) 


A physical count of inventory va 3 made by the company as at October 29 , 
19^6 at all metropolitan area stoves, which resulted in on unexplained inventory 


shrinkage as follcr«: 

Computed booh inventories (at retail value) $4,059,833 

Pnysicol inventories (at retail value) 3.545.306 

Inventory shrinkage (at retail value) 510,532 

Normal shrinkace factor charged to 
operations during the thirty-nine 

weeks ended October 29 , i 960 353. l4p 

Unexplained shrinkace at retail $ 153, 39? 

Unexplained shrinkage at converted cost L.nhm 


With respect to the aforenentioned unexplained shrinkage which would 
include unrecorded r.arkdo*.rr.s, if any, the following percentace relationships 
> should be noted: 

< 

Metropolitan area soles for nine months 
ended October 29 , 1966 

• Percenta 2 e to 

metropolitan 
area sales 


* 

Inventory shrinkace (at retail value) 

$510,532 

5'Tp 

) 

9 

Normal shrink-ace applied to operations 

■ 35.ga.l40 

3L2 

9 

9 

) 

Unexplained shrinkace (at retail 



4 

value) » 

m.isi 

1 .6# 


t 

I 


t 

t 

; 

\ 

v 

< 

i 

4 


I 

1 

} 

j 


The unexplained shrinkage is reflected in the results of operations 
for the thirteen weeks ended October 29, 1966. The cress profit percentace 
for the period, before inclusion of the unexplained shrinkage, is computed as 
follows: 


Gross profit for period (refer to pace 3) 

Add unexplained inventory shrinkace at 
converted cost (above) 


$456,373 

.^8,Q9Z 


Grose profit for period, before unexplained 
inventory shrinliace 


4574,470 


Gross profit percentace, before unexplained 
inventory shrinkace 


80^ 











iwuc wim the decision. Certainly one can draw from 
tiib lhat IKS is discouraged about prevailing in cases 
where the internal allocation of costs anti tariffs in a 
Itusiness needs to Ik? precisely determined. 

Purchase of an inactive corporation. Take the case of a 
tax loss corporation (that has not been cor/toratrly inac¬ 
tive) that had been carrying on a trade or business just 
prior to a change in its ownership. If the new owners 
sometime later reactivate the same line of business as 
that originally conducted, has the "same trade or busi¬ 
ness" iteeu continued, so that the loss may be carried over 
to the new owners? The IRS position in its regulations is 
that the same trade or business has not been continued 
unless it can be demonstrated that the activities were 
temporarily discontinued at the time of transfer. At least 
two recent court cases upheld this position. However, 
the same position was repudiated iri a recent tax court 
case, Barclay Jewelry Inc. (TC Memo 1965-265). 

Barclay Jew elry had been purchased by a new group 
in 1958. It remained relatively inactive operationally un- 
til I960. At that time its new owners, having expanded 
the line of a related company, and wishing to sell this 
line to sonic of the former customers of Barclay, reacti¬ 
vated Barclay oftcrationally. 

The Commissioner attempted to disallow the net op¬ 
erating loss deduction claimed for years prior to 195S, 
on the grounds that Barclay Jewelry had not continued 
to carry on its trade or business substantially the same 
as it had before the change in ownership. The court, 
however, differed with IRS after hearing evidence that 
the corporation s charter had not been sut rendered; that 
money had been loaned it for indirect expenses diirin" 
it* inactive years, and that it had filed income tax re” 
turns for 1958 and 1959. It held that there was a conti¬ 
nuity of business as required by the code. Accordingly 
the net operating loss deduction was t! lowed. 


A disproportionate purchase price ’ 

A caveat mast lie inserted here. There is a presump¬ 
tion in section 269 that if the amount paid or exchanged 
•for the tax loss corporation is substantially dispro¬ 
portionate to the adjusted basis of the property received 
without the tax loss, this fact shall lie prima facie evj- 
deuce that the principal purpose of the acquisition w as 
tax avoidance. Therefore the acquisition of a corpora¬ 
tion whose only "asset” is its tax loss will surely run 
aground on the reef of section 269. But again,' with 
prices of stocks (even without earnings) so greatly differ¬ 
ing from the Ixiok or net asset values, w fio’s to sav what 
an "asset" is? 

Evaluating a tax loss deduction 

Assmng^ f o r exa m ple, you wish to acquire a corp -m-.rion 
with a tax In ' 
loss is worth 
fins just is nc 

1966. $100.0()Q~m 1967. 8200,000 in 1968. S300 600 in 
1.9ggra^dj3Qq 0n0 in 197()T nd lhat you c7thITIt7~vn,.r 
chances of generating tTuTTn ; uch~p ro fi tT7~e~;cI l rTlbose 
years arc 100 percent, 80 percent. .-.i)~p.T - 

ccQL_and _50 percent respective!;. As siui^ Jmther tha t 
vour attorney estim ates von h ave a .50 percemoh.mrv ,T 
wjnfl U i g - tlir .c ase if you are challenged ai icrthiit le >7tl 
te a will be 552.00 0 - - 

In this case the tax loss is worth no more than 
$118,953.96. This is computed below. 

Utilizing a corporation’s tax loss by not purchasing the 
corporation. 

.An interesting scheme whereby a builder and a banker 
utilized a tax loss of a hardware corporation without 
purchasing it and without continuing its losing business 
has gained court approval in die Ninth Judicial Circuit 


;s_pl^ SI,l()0.(KX). You might thin k the t u\ 
$528,000 (48 pcrccnT’oT Sl. l(77T/h»n !„■> 
tso. AS-, miie the hiss C.T!Slr.»s~S^nt) CViftTn 


Last year for using loss '—■- 

Tax rate 


ISbb 

200.000 

.48 

1967 

100,000 

.48 

1968 

200,000 

.48 

1969 _ 

300,000 
.48 

1970 

300.000 

.48 

Surtax differential 

Tax 


96,000 

6,500 

48,000 

6,500 

96,000 

6,500 

144,000 

6.500 

144,000 

6.500 

Estimated legal expenses 

Net after legal expenses 

Amount after reduction to re 


89.500 

5,000 

84.500 
_,50_ 

41.500 
7.000 

34.500 
.50 

89.500 

15,000 

74.500 
.50 

137.500 
_15,000_ 

122.500 
.50 

137.500 
10.000 

127.500 
.50 

fleet a 50% probability of 




• 



winning the court case. 

Profit probability 

Gross value of tax loss 

Present value of tax loss 


42,250 

1. 

42,250 

17,250 

.8 

13,800 

37,250 

.6 

22,350 

61,250 

.5 

30,625 

63.750 

.5 

31,875 

for 1 through 5 years 







—discounted at 6% per year 
PRESENT VALUE OF TAX LOSS 

— 

39.858/5 _ 

_12J?82.00_ 

_18,765.06 

24,258.06_ 

23.820.19 

118.983.96 


/T& 
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Masters 4,574,511 2,835,858 1,738,653 1.613 1,781,174 580,604 

Lady Rose 3,571,506 1,750,436 1,821,070 2.04 2,532,200 2,312,125 
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Date 

April 30, 

May 2, '64 

May 1, '65 

39 weeks: 
Jan. 29, ' 

July 30, ' 

Jan. 28, 1 


MASTERS, INC. 


• 

Current Assets 

Current Liabilities 

Working Capital 

Ratio 

Net Worth 

Retained Earnings 

•63 

5,115,974 

6,182,247 



• 



4,801,132 

• 

1,722,976 ‘ 

3,078,156 

2.787 

2,564,690 

1,367^920 


6,359,956 

3,673,638 

2,686,318 

1.731 

2,646,802 

1,447,132 

66 

4,947,674 

2,536,036 

2,411,638 

1.969 

2,575,989 

1,375,419 

66 

4,574,511 

2,835,858 

1,738,653 

1.61 

1,781,174 . 

580,604 

67 

2,648,033 

1,479,146 

1,168,887 

1.789 

1,329,313 

217,179 
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Date 

2/29/64 

2/28/65 

2/28/66 

8/31/66 

3/1/66- 

1/28/67 


LADY ROSE , INC. 

) 

Current Assets Current Liabilities Working Capital 


1,736,887 

2,277,850 

2,982,149 

3,571,506 


901,186 

1,197,193 

1,518,593 

1,750,436 


835,701 

1,080,657 

1,463,556 

1,821,070 


3,479,769 


1,492,400 


1,987,369 


Ratio 

Net Worth 

Retained Earnings 

1.92 • 

1,447,469 

1,227,394 

1.90 

1,748,732 

1,528,657 

1.96 

2,200,709 

1,980,634 

2.04 

2,532,200 

2,312,125 

2.33 

2,718,669 

2,508,082 
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OPINION OF MARTIN J. WHITMAN HE MERGER OF LADY 

ROSE STORES, INC. INTO MASTERS, INC. 

In my opinion, the merger of Lady Rose Stores, Inc. 
(Lady Rose) into Masters, Inc. (Masters) was on terms which 
were fair and equitable to the Masters stockholders. Further, 

. the merger was highly beneficial to Masters. 

In arriving at my conclusion, I considered a number of 
factors including the financial and business histories of 
both corporations; their financial positions and management 
situations; the potential of the merged enterprise and an 
evaluation of the benefits and encumbrances, whether tangible 
or intangible, which each would bring to the merged enterprise. 

Materials reviewed by me included various exhibits 
pertinent to the merger including the Masters Proxy Statement 
dated December 22, 1966, various long form financials of Lady 
Rose and Masters, minutes of certain Masters board meetings 
and various memoranda and applications. I also examined a 
draft copy of the Joint Pre-Trial Memorandum in the matter of 
Bragalini v. Blblowitz dated December, 1971. Other data read 
included accounting sources such as APB Accounting Principles 
published by the American Institute of Certified Public 
Accountants and Accounting Trends and Techniques . I also 
referred to standard stock market sources such as newspaper 
indices, Securities and Exchange Commission (SEC) publications, 
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brokerage house write-ups, Standard & Poor’s, Moody's and The 
Bank and Quotation Record. In addition, I have, from time 
to time, met with, or interviewed, various people in connec¬ 
tion with this matter including attorneys, tax advisers, in¬ 
vestment bankers, accountants and industry sources. 

In my opinion, a fair and reasonable value for the 
Lady Rose equity would be in a range between $5 - $6 million 
based on a price earnings ratio of approximately 8 to 10 times 
conservatively estimated earning power at that time of approx¬ 
imately $600,000 per annum. 

. Plaintiffs' apparent allegations in the Joint Pre- 
Trial Memorandum that a $600,000 earnings estimate for the 
fiscal year to end February 1967 was anything but conservative 
(see especially Paragraph 35(J)) are erroneous for the follow¬ 
ing reasons: 

(a) The Lady Rose tax rate of thirty-two per 
cent (32%) was proper and posed no special jeopardy 
of a special charge by the Internal Revenue Service 
(IRS). Virtually all businesses similarly situated 
took advantage of the surtax exemption available to 
multiple corporations. While the effective income 
tax rate, both federal and state, exceeded fifty per 
cent (50%) in fiscal 1966, the over-all income tax 
rate was only 39.1% for all companies with profitable 
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records which filed Annual Reports with the SEC; 
which were further identified by the SEC as Retail 
Trade-Apparel and Accessories Stores, Except shoes, 
and for which financial data were carried in the 
December 1966 Standard & Poor's Stock Guide. Six 
of these companies had fiscal 1966 tax rates below 
thirty per cent (30%). Few, if any, would have had 
their tax returns audited by IRS for the most recent 
two or three years. None, in their accounts, had 
reserves for highly speculative possible tax liabi¬ 
lities. Indeed, it would have been in violation of 
Generally Accepted Accounting Principles (GAAP) for 
Lady Rose, of the others, to have earmarked reserves 
for such unknown, vaguely possible tax liabilities. 

(b) Lady Rose did, in fact, take into account 
discontinued operations, as well as the possibility 
of adversities, in making a $600,000 estimate for the 
year to end February 28, 1967. Normally, the months 
of November and December are the "big months" in re¬ 
tailing, accounting for a disproportionate part of an 
operator's annual earnings. For example, for the year 
ended February 28, 1966, Lady Rose reported net in¬ 
come of $451,977 after having reported net income of 
$166,701 in the first six months of that fiscal year. 
Thus, earnings during the second half of that fiscal 
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year accounted for 63.1% of Lady Rose's profits for 
the entire year ended February 28, 1966. In contrast, 
an earnings estimate of $600,000 assumed that only 
44.8% of the annual earnings would have been earned 
in the second half of the year to end February 28, 
1967. Lady Rose had already reported net profits of 
$331,491 for the six months ended August 31, 1966. 

If the Lady Rose estimate had been based on the same 
seasonal pattern that had prevailed the year before, 
estimated earnings for the year to end February 28, 
1967 would have been $898,000, not $600,000. 

(c) In valuing a business, earning power — 
i•e., the ability to be profitable in the future is 
more important than reported earnings — i.e., a re¬ 
cord of what had happened historically. In fact, 
reported earnings are important primarily insofar as 
they are an indicator of earning power. Plaintiffs, 
by implication, seem to have had a strong belief that 
Lady Rose's basic earning power probably was well in 
excess of $600,000 per annum because if it was not, 
there would be little or no practical prospect of the 
merged enterprise being able to utilize effectively 
the available tax loss carryforward. Plaintiffs attri¬ 
bute a value to the tax loss carryforward without dis- 

- 4 - 
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count in the belief that there would be enough earn¬ 
ings so that the loss carryforward could be used. 

Unusable tax loss carryforwards have virtually no 
value. 

Every type of business has advantages and disadvan¬ 
tages. One advantage retail concessionaires have over retail 
landlords is the concessionaires' flexibility. Concession¬ 
aires' investment in locations are small and easily terminable 
Thus, Lady Rose's investment in a typical location would be 
about $100,000 for inventory and $50,000 for fixturing while 
Masters, as a landlord, might, in contrast, have to invest 

well over $1 million in inventory and fixturing to go into a 

•• 

moderate-sized new location. In addition, Masters would 
have to enter into a long term lease or mortgage arrangement. 
Lady Rose's ability to take advantage of other landlord 

opportunities was limited by the "stretchability" of its 

% 

management and supervisory resources. In any event, Lady 
Rose's concessions in Masters were replaceable. On the other 
hand, Masters would have had difficulty without the merger 
in either attracting good concessionaires or qualified per¬ 
sonnel to run departments in light of its checkered record, 
poor credit standing and limited physical facilities. A 
good department — whether leased or operated — gives bene¬ 
fits to Masters, or any retail operator, over and above the 
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payment of rent, or the reported profits per square foot, 
or return of dollars invested. Well-run departments draw 
traffic and enhance the image of an entire operation. 

(The opposite is, of course, true for poorly run departments.) 

Masters, as a landlord, was becoming less and less 
important to Lady Rose from fiscal 1962 (year ended February 
28, 1963) through fiscal 1966. During this period, Lady 
Rose's profitability was increasing significantly. One 
piece of evidence of the replaceability of Masters as a Lady 
Rose landlord lies in the fact that the Messrs. Biblowitz 
wexe prime movers in closing Masters' Florida operations 

(which operation had largely been sponsored in Masters by 

• •• 

Jack Haizen) even though that particular business had account¬ 
ed for an increasing proportion of Lady Rose's net income 
during the period. The following table reviews pertinent 
Lady Rose data from fiscal 1962 through fiscal 1967. It 
shows (1) a rising trend for Lady Rose sales and earnings, 

(2) Masters' ex Florida counting for a continually decreas¬ 
ing proportion of Lady Rose's sales and net income, and (3) 
Masters' Florida accounting for an increasing portion of 
Lady Rose's sales and net income until sold. 
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LADY ROSE, INC. 

PE*> CENT OF OVER-ALL SALES AND NET INCOME 

Operations in Masters Operations in 
(000) . . Ex Florida_ Florida 


Year Erjed 

Sales 

Net Income 

Sales 

Net Income 

Sales 

Net Income 

1/28/67* 

$13,182 

$527 

14.2% 

15. 9 % 

5.0% 

(B) 8 . 9% <B) 

2/28/66 

13,125 

452 

16.0 

17.5 

14.0 

14.2 

2/28/65 

11,194 

301 

19.9 

22.6 

11.2 

9.0 

2/29/64 

8,177 

205 

21.3 

29.3 

7.4 

3.9 

2/28/63 (A) 

7,381 

229 

32.5 

35.4 

4.1 

IN 

. 

IN 


(A) Audit Certificate Qualified. 

(B) Masters Florida was sold 7/30/66. 
* Eleven Months. 


In my opinion, the fair value of 391,103 Masters 
common at the time of the merger was not more than $500,000. 
391,103 Masters common represents all the outstanding equity 
of Masters not owned by the Biblowitzes who, through Lady 
Rose, held 69,629-17/27 Masters common shares. 

At the time of the merger, Masters was in need of 
a rescue operation. Its credit standing was poor, its 
ranagement situation was uncertain, and it was reporting 
losses. There was no indication that its four-store Metro¬ 
politan New York operation (Metropolitan Masters), the only 
remaining operation, could be made viable. Two of the four 
stores, 48th Street and Flushing, were consistent deficit 
operations; one, Lake Success, had an in and out record; and 
only one, Elmsford, was generally (but not always) profitable. 
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.Further compounding the difficulties to obtain earn¬ 
ing power for Metropolitan Masters was the sale in July 1966 
of Masters' Florida operations. The Florida operations had 
absorbed a portion of Masters' central overhead which includ¬ 
ed expense items such as buying, bookkeeping and home office 
administration. 

To obtain earning power, it was important for Met¬ 
ropolitan Masters to expand so that central overhead could be 
spread over more operations. For example, the 22,913 square 
foot 48th Street store, the only one in the Manhattan-Bronx 
area, had no advertising umbrella. Ac a matter of fact, 
Metropolitan Masters did lose $360,000 in the year ended 
January 28, 1967 and an additional $39,779 in the first year 
after the merger. Yet, Masters did not have enough credit 
standing to be able to negotiate reasonable leases with real 
estate landlords and to finance inventory, nor was in it in 
a position to attract able operating management and/or new 
concessionaires. 

Based on the test of a meaningful market place, 
the value of Masters common at the time of the merger was 
less than $1.25 per share, or something under $489,000 for 
391,103 shares. Furthermore, such a value of under $1.25 
per share is based on Masters having a better financial 
position than was actually the case since such a price 
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would be based on informed investors investing new funds 
into Masters rather than buying already outstanding stock 
from existing shareholders. 

Each of the purchasers of the $283,000 subordi¬ 
nated loan had the right until December 27, 1966, to pur¬ 
chase Masters common at $1.25 per share. These people 
could have purchased an aggregate of 849,000 Masters 
common at $1.25 per share payable in the aggregate by the 
surrender of the $283,000 subordinated notes to be valued 
at par, plus accrued interest, and the payment to Masters 
of a maximum of $778,000 cash assuming there was no accrued 

J />• 

interest. After December 27, 1966, the exercise povrer was 
stepped up by sixty per cent (60%) from $1.25 to $2.00. 

Thus, if an investor attributed a value of more than $1.25 
(in subordinated notes and cash) to Masters common, he 
would, in the economic senso, have "been forced" to exer¬ 
cise before December 27, 1966. 

The fact is that virtually all these investors —— 
who would have accounted for sixty-one per cent (61%) of 
the combined Masters common capitalization if they exercised 
their warrants (seventy-one per cent (71%) including the 
Biblowitzes holdings) — voluntarily surrendered their 
warrants, it is difficult to perceive why they would not 
have exercised had the value of Masters exceeded $1.25 per 
share. 
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If Masters were worth more than $1.25 per share, 
then the 391,101 shares can be assumed to have only a twenty- 
nine per cent (29%)interest in Masters; and per share net 
asset value at July 30, 1966 adjusted for the exercise of 
warrants would be tiwwrly-four per ce..c (££$', less than the 
reported per share net asset value, unadjusted for the exer¬ 
cise of warrants. 

On June 3, 1963, Masters granted restricted stock 
options to officers and key employees to purchase 56,000 
common shares at $.10 per share, $.10 per share was stated 
as "representing not less than one hundred per cent (100%) 
of the market value at the date of grant." Despite the fact 
that there may be. questions as to how much progress Masters 
had made as a business from mid-1963 to the date of the mer¬ 
ger, it is unrealistic to consider the $.10 a share as a 
market value. Rather, it is in the nature of a "tie-in" 
sale, something designed to give management incentive. By 
the same token, certain other figures also do not represent 
a true market value, or fair value — e.g., the $2.00 per 
share paid as part of the termination agreement between Jack 
Haizen and Masters; and the figure of $2.2 million used for 
New York State franchise tax purposes, as of January 28, 

1967, when it was stated that "the average fair market value 
(of Lady Rose consolidated) was — $2,196,075.78" (Paragraph 
33 of Joint Pre-Trial Memorandum). Such figure was based on 
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book figures, not value figures and book figures are commonly 
used by New York corporations in preparing franchise tax 
returns. 

The Masters tax loss carryforward was fully account 
ed for and paid for under the terms of the merger. Plaintiff 
appear, from the Joint Pre-Trial Memorandum, to have no appre 
ciation of the factors involved in utilizing, and valuing, a 
tax loss carryforward. Whatever the gross cash value of the 
tax loss carryforward was, say, fifty per cent (50%) of face 
amount, it has to be reduced by the following: 

(a) Since the Masters tax loss was "company 
only" and not "consolidated return", Lady Rose had 
to merge with Masters in order to use the tax loss 
as an offset to Lady Rose's earnings. By merging. 

Lady Rose assumed all of Masters' obligations with¬ 
out insulation, including, inter alia , special ob¬ 
ligations to the creditors committee. Had Lady 
Rose not wanted to both utilize the tax loss carry¬ 
forward, and directly commit its credit standing to 
Masters, Lady Rose, if it still desired to amalga¬ 
mate with Masters at all (which seems doubtful), 
would have done so in a form that would have insu¬ 
lated Lady Rose from Masters' problems. That is, 
the amalgamation would not have been in the form of 
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a merger with its attendant problems, but, rather, 
on the basis of parent-subsidiary, or holding 
company — two subsidiaries, or purchase of assets. 
In valuing Masters' tax loss carryforward, a large 
part of its value has to be netted against a price 
Lady Rose paid, in terms of putting at risk a well- 
financed business, profitable since 1925, in a 
transaction where Lady Rose became subject to all 
known present, unknown contingent, and possible 
future problems of the Masters' operations and had 
to do so in order to utilize the tax loss carry¬ 
forward . 

(b) Lady Rose brought improved financial posi¬ 
tion and credit standing to Masters at a time when 
it was crucially needed. 

(c) Lady Rose's effective tax rate was only 
around thirty-two per cent (32%) because it did not 
file consolidated returns. It would not have been 
subject to a fifty per cent (50%) tax rate if it 
did not merge with Masters. Therefore, the tax loss 
carryforward could not be worth to Lady Rose as much 
as fifty per cent (50%) of its face amount based on 
this fact alone. 

(d) The merged company would not realize tax 
savings in cash immediately, but only at best over 
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several years. Value of cash savings should be dis¬ 
counted to a present value. 

(e) In order to utilize the tax loss carryfor¬ 
ward; earnings had to be achieved relatively rapidly 
in a situation fraught with uncertainties (e.g., all 
four surviving Masters stores suffered operating 
losses in the fiscal year ended January 28, 1967 and 
the aggregate operating loss was $360,000 based on 
audited figures). Almost $2.5 million of the loss 
was due to expire within two years. There was nothing 
in the historic pattern of net income to suggest such 
results might be even remotely achievable. Page FS-17 
of the Proxy Statement shows pro-forma combined summary 
of net income as follows: 

( 000 ) 

Fiscal Year Profit or (Loss)* 

1963 ($688) 

1964 ' 252 

1965 505 

1966 420 

•Before Special items and before taxes. 

(f) The merged company was still left with a 
Section 269 problem after using the tax loss carry¬ 
forward or any portion thereof, i.e., IRS could still 
contest its usability in whole or in part. Value of 
possible future cash sayings should be discounted to 
reflect this. 
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.(g) Insofar as Lady Rose had plans to go public, 
the value of the tax loss carryforward was limited by 
the fact that its use would not result in recurring 
net income for financial reporting purposes. Rather, 
it gave the merged enterprise cash flow it would not 
otherwise have plus extraordinary income for financial 
reporting purposes. Therefore, cash generated from 
use of carryforward tends to be worth considerably 
less in public stock markets than cash generated from 
operations. 

(h) Masters' tax return had only been reviewed 
through April 30, 1963 and size of tax loss could be 

only an estifnate. Value should be adjusted for this 
uncertainty. 

(i) Lady Rose would, in effect, have to finance 
Masters' future losses (which did, in fact, occur). 

Masters' trade name was only of limited value, at 
best, especially since it had negative connotations among 
many suppliers, real estate landlords and other creditors. 
Purther, the retention of the'Masters name after the merger 
was not wholly voluntary since, retaining the same business 
name avoided potential problems under Section 269 of the 
Internal Revenue Code as to the utilization of the tax loss 
carryforwards that had been created when prior deficit opera¬ 
tions had been conducted under the Masters name. 
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Plaintiffs imply in the Joint Pre-Trial Memorandum 
that Masters' assets depreciated only in the tax and account¬ 
ing senses, not in the economic sense. While, for certain 
types of assets (e.g., office buildings), depreciation charges 
for tax (and, frequently, book) purposes may exceed actual 
economic depreciation, if anything, the opposite was true in 
Masters' case. For Masters' depreciation is just as much an 
expense as reserve for doubtful accounts, or any other reserve 
where there is economic cost and the accounting theory for 
charging income is the same. In closing a total of eight 
stores between fiscal 1962 and fiscal 1966, Masters disposed 
of considerable amounts of depreciable assets in the form of 
store fixtures and equipment and improvements to leaseholds. 

If the assets were, in fact, worth more than their depreciated 
cost. Masters would have realized profits reflected either as 
credits to operations or special items. Generally, Masters 
sustained considerable losses compared with depreciated cost 
on the disposal of fixed assets. Masters' depreciation poli¬ 
cies for depreciable assets was not particularly conservative 
(Lady Rose's may have been) in that write-offs were generally 
on a straight line basis over a ten-year period. 

The Masters Proxy Statement dated December 22, 1966, 
omitted certain factors unfavorable to Masters and favorable 
to Lady Rose, for example: 
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(a) Masters was short of credit and could not 
negotiate for new locations or reasonably expect to 
attract top flight management and concessionaires. 

(b) Masters was in the midst of a chaotic 
management situation without any day-to-day operating 
head. 

(c) Lady Rose and its predecessor had been 
successful since 1925. 

In my opinion, the accounting judgments were sound 
which resulted in the financial statements in the Proxy State 
ment not being pro-forma-ed to reflect the elimination of the 
prior operations of Masters Florida. 

(a) Opening and closing operations at various 
locations were continually recurring matters for 
both Lady Rose and Masters. Since such events were 
recurring, it, for example, might be misleading to 
adjust Lady Rose's accounts to reflect Florida clos¬ 
ings and make no offsetting allowance for the likely 
profits from the large amount of funds Lady Rose had 
earmarked for new openings at the time of the merger. 

(b) The exclusion of Masters Florida could be 
misleading at that time because its exclusion would 
take no account of the fact that Masters Florida, 
outside its own profit and loss figures, contributed 
to the central overhead referred to hereinbefore. 
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(c) Other independent accountants, in the 
lagous situation, did not separate out Masters Florida. 
Laventhol, Krekstein, Griffith t Co., in its report 

to the Masters' Creditor Committee for the year ended 
January 28, 1967, did not separate out the discontinued 
Masters Florida operation. 

(d) GAAP, at that time, seemed to encourage not 
separating out Masters Florida operation. Such view¬ 
points are reflected in Accounting Principles Require¬ 
ments for the use of judgment; in the accounting treat¬ 
ment used by ocher companies to reflect discontinued 
operations as reported in Accounting Trends and Techni- 

t 

flues; and, insofar as examples used in Opinion 9 of the 
Accounting Principles Board published December 1966 was 
concerned, there clearly was no requirement to restate 
operations to eliminate discontinued operations in 
those instances where starting operations and discon¬ 
tinuing operations were generally recurring activities 
for a company. 
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May 23# 1966 


Mosers. Louie, Max and Jess Biblowitz .* . .. 

Lady Rose Stores, Inc* 

2400 Marcus Avenuo 

Hew Eydo Park, H. Y. * * ' : ' '• ' ? 

Dear Lou, Mac and Jo3s* r *. , 

The enclosed confidential nemorandun exhibits and discusses 
the accounting and tax aspects of a plan of merger of Lady Rose Scores, 
Inc. and Masters, Inc. • ' 

At this x^riting, tho plan is presented without cogent or 
opinion of thi3 office and is intended to bo informative only. 

I shall bo pleased to discuss with you in detail any ques¬ 
tions that ray arise from your study of thi3 plan as veil a3 the rany 
other considerations that arise boforo a plan of this type may be 
undertaken. •' * .:: 


f 

196 v 
1*70 
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EM:ao 

Enc. 


•> Cordially, 


Bernard Mintz 


• 1 • * * s‘ 4 ..’. . 
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Confidentia’l memorandum re: 

PROPOSAL OF PLAN OF MERGER LADY ROSE STORES, INC 


Submitted below is 
Storos, Inc. and Masters 
tended to qualify as r ' 

368 (a)(1)(A), IRC, 1954. 
corporation and survives tho 

Undor the plan, 2 s' 
for 1 share of Lady Rose Cl 
Inc. stock is exchanged for- 
standing $280,000). 

The shareholders of Lady 
bined equities of the merged < 

The shareholders of Masters 
interest of 20.32%. 

Because tho plan is a tax-f 
loss carry-forward of Masters, ii 
becomes available to tho survivij 
until tho expiration dates as fo 


a proposed. plan of merger bctvi 
• Inc. This plan of statutory 
L^ ax ” fr ®° oxc hangc within tho mo 
- 0 . Lady Rose Stores, Inc. is t 
— -> merger. 

2 shares of Masters, Inc. stock w 
* Stores, Inc. and 1 share of L 
each $5 of subordinated 


Inc. acquire the balancing 


1968 

1969 

1970 

1971 
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The proposal is based on the financial data following: 


• 

• 

Lady Rose 
Stores, Jr.c. 

Masters, Inc 

Net worth 

9% subordinated loan 

Net income 

$2,300,000 

$500,000 

$2,575,000 

280,000 

None 

Shares outstanding 
*Pro-forma 

1,000.000* 

500,000 

Book value per share 

Earnings per share 

$2.30 

$.50 

$5.15 

None 

Valuation for this proposal 
Valuation per share 

(1) (10 x earnings) 

(2) $2.50 pex share 

(1) $5,000,000 
$5.00 

(2) $1,250,000 

$2.50 


Exchange offering: 1 share of Lady Rose stores, Inc. for 2 shares 


of Masters, Inc. 

1 share of Lady Rose Stores, Inc. for each $5 of 
9% - subordinated loan. 

The following pro-forma financial data gives effect to the pro¬ 
posed merger plan: 

Wet worth - (pro forma) 

Shares 


1,000,000 (Lady Rose Stores presently outstanding) 

250,000 (To be issued to Masters, Inc. stockholders 
56,000 (To be issued to Masters 9% subordinated 
____________ loanholders) 

1,306,000 5,155,000 

(35,000)(Lady Rose stock relating to 70,000 Masters, 

Inc. shares presently owned - to be retired (80,000) 

(16,000)(Lady Rose stock relating to $80,000, 9% sub- 
__________ ordinated loan presently owned-to be retired (80,000 ) * 

1.255,000 Total outstanding $4,995,000 

Book value per share = $3.98 

Equity of Biblowitz family - 1,000,000 = 79.66% 

1,255,000 

or 79.68% of $4,995,000 = $3,980,016 


Net worth 

$2,300,000 

2,575,000 

280,000 










212 A 


(2) None 


Bet income (pro*forma) 

Het income (before provision for federal 
income taxes) 

(1) $800,000 

(1) Based upon Lady Rose Stores operations 
for year ended February 28, 1966 and 
assuming no profit or loss on Masters 
operation. 

Provision for federal income tax « 

, \£) Non 

(2) On the basis of projected continued 
earnings of $800,000, all but $75,000 
°* the carryover loss of $2,579,000 
will be utilized before expiration dates. 

Met income per share 

$ .64 

Equity of Bxblowitz family in 
net income 79.68% x $800,000 

$637,< 

Summary 

to thc 


$.64 


$637,400 


Equity in net worth 
Per share 

Equity in net income 

Per share 

Stock ownership 


Before merger Aftor merger 


$2,300,000 

$2.30 

500,000 (1) 

$.50 

. 100 % 


$3,980,016 

$3.98 

637,400 
. $.64 

79.68% 
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